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WAR DEBTS AND WORLD ” 
RECOVERY 


ARLY in March representatives of the British Govern- 

ment will reach Washington at the invitation of the 
new President in order to discuss with his Administration 
the British debt to America. There will be other subjects 
of conversation, for in seeking to extend the scope of the 
conference Mr. Roosevelt is merely giving expression to 
the view of the great majority of his countrymen that the 
time has come to talk, if at all, of many things. But the 
first and most significant fact about this meeting is that it is 
the response of the United States authorities to the formal 
request made in November last by the British Government 
for a discussion of the British war debt. 

The moment is opportune for an examination in the 
Rounp Taste of certain aspects of the debt problem. 
Exhaustive treatment is impossible in anything less than 
a volume, and on that scale the work has already been done 
admirably.* Nor is it necessary to traverse again the whole 
ground covered by the British Note of December 1 last. 
The historical origin of the debt and the long record of the 
negotiations, formal and informal, which preceded the 
funding agreement of 1923, were there rightly given full 
prominence. But they are not now the factors of most 

* See, ¢.g., War Debts and World Prosperity, by Moulton and Pasvolsky, 
published in September 1932 by the Brookings Institution. Both for the 
completeness of its record of the facts and for the lucidity and cogency 
of its economic argument, this book by two American economists is a model 


of what such work should be. 
t Published as a White Paper. Cmd. 4210, 
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immediate importance. The Washington conference 
is not a gathering of academicians, searching for truth, 
but a meeting of two Governments for the purpose of 
negotiations on an urgent practical problem. As in every 
such transaction, there are limits set to the freedom of the 
negotiators, not merely by the facts themselves with which 
they have to deal, but by the public opinion to which they 
are responsible and to which in the end any agreement must 
be acceptable. What is the atmosphere in which the 
British representatives will find themselves? What are 
the political, financial and economic considerations likely 
to influence the President of the United States and his 
advisers in their approach to the negotiations ? What, 
on the other hand, are the broad lines of the policy which 
carries the support of British opinion and on what reasoning 
does that policy rest ? Is there, or is there not, on the one 
side or the other, room for compromise or at least for some 
accommodation ? These are the practical questions of 
the moment, and it is to these that we propose to devote 
ourselves. 


I. Tue American ENVIRONMENT 


HE difficulty at the root of all Anglo-American 

discussion of the debt problem is not that British and 
American opinion take opposite standpoints. It is rather 
this, that an American opinion on the subject does not exist 
in the sense in which there is in Great Britain a quite clear 
and definite opinion commanding general acceptance. 
War debts plunge the disputant at once into international 
politics and the economics of international trade, into 
two realms of thought, that is, still infinitely remote from 
the general mind of America. The immense size of the 
United States, the wide variety of climate and natural 
environment, the lack of newspapers circulating beyond 
the immediate locality, the diversity of races still not 
fully assimilated—all these factors contribute to the 
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essential isolation of a self-centred people. Europe 
is a memory, personal or hereditary, rather than a 
living part of present reality, a memory which takes many 
shapes, few of them perhaps attractive. 

It would be natural at any time that a people living 
against this background should approach international 
problems with greater caution and with more mental 
reservations than the peoples of Europe, who for centuries 
have been nurtured on such problems. That tendency 
is even more noticeable at the present time, when the life 
of the American people is shaken to its foundations 
by the economic and financial crisis. In their magnitude 
and variety, in the simultaneous power of their onslaught 
on a nation unprepared by temperament or by organisation 
to meet them, the domestic troubles of the United 
States are more formidable than those of any other 
country in the world. Unemployment has been esti- 
mated by Mr. Roosevelt at 12 millions, and there is no 
barrier except public and private charity between the 
workless and starvation. The national income is said to 
have diminished in three years by $40,000 million, or over 
50 per cent. The Federal budget shows an accumulated 
deficit of $5,300 million in the two and a half years since 
July 1930, and this deficit is being increased at the present 
time at the rate of $120 million a month. Great cities like 
Chicago and Philadelphia are bankrupt, others like New York 
are kept afloat by their bankers with loans at 6 percent. The 
national crisis has exposed the local banking system in all 
its weakness. Real estate indebtedness reaches fantastic 
figures, and behind and overshadowing every other 
problem is the hopeless insolvency of agriculture, saddled 
with farm mortgages of $12,500 million, which the fall in 
prices has turned into a burden equivalent to $30,000 
million.* 

These troubles of his own must, sooner or later, force the 
ordinary American citizen to review his economic relations 


* Senator Borah in the Senate, January_4. 
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with the rest of the world. So far the effect of the crisis 
has been much the same in America as elsewhere. It has 
driven the American citizen back upon himself, and has 
made him more suspicious, more rigid in his Americanism 
than before—and this at a time when it is of far more 
consequence to the whole world than at any other period 
that the United States as a great creditor nation should not 
retire into its shell. 

Amongst this people battered by adversity three main 
currents of opinion on the subject of wardebts can be traced. 
The leading bankers and economists accept the broad lines 
of the European case for cancellation or drastic revision. 
They are immunised by their science or the daily experience 
of their business against the popular fallacies of the age. 
But they form a numerically negligible minority and their 
political influence is slight. A connection with Wall Street 
is all but an insuperable obstacle to high office. It con- 
taminates the political aspirant like the breath of some 
private scandal in the England of the ’eighties. The real 
significance to the European of the discovery that bankers, 
such as Mr. A. H. Wiggin or Mr. T. W. Lamont, and 
economists, like Professor Kemmerer or Professor Irving 
Fisher, think and speak about war debts in the same lan- 
guage as himself lies less in any power of theirs to influence 
their compatriots than in their value as independent 
witnesses to the truth of his own convictions. 

The second type of opinion is more widely held and 
probably carries much greater influence in the United 
States. It is found in important sections of the press and 
it has its representatives in political life. Beneath many 
shades of emphasis, its identifying marks are the recognition 
that in the world of to-day the debt settlements of ten years 
ago cannot stand, and the insistence that their revision 
must be “traded” for concessions by the debtors in other 
fields: In the quest for a counterpart to revision, some 
favour disarmament, others facilities for American trade, 
others again the stabilisation of the pound sterling in terms 
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of gold. President Hoover is the most eminent repre- 
sentative of this whole school of thought, and his more 
recent recorded views admirably illustrate both the strength 
and the weakness which are characteristic of it. He knows 
and admits that it is beyond the power of the debtor 
countries to carry out the present debt agreements. But 
his appreciation of the reasons why it is beyond their 
power is less keen than his sense of moral indignation that 
American prosperity should have collapsed, or that the 
world should refuse to disarm. The President’s Message 
delivered to Congress on December 19 is a good example 
of what we have called this second type of opinion. 


Price levels (he said) have been seriously affected by the abandon- 
ment of the gold standard by many countries and the consequent 
instability and depreciation of foreign currencies. I concur in the 
conclusions of many thoughtful persons that one of the first and 
most fundamental points of attack is to re-establish the stability of 
currencies and foreign exchange. ... It must be realised, however, 
that many countries have been forced to permit their currencies to 
depreciate. It has not been a matter of choice. ... While the gold 
standard has worked badly since the war, due to the huge economic 
dislocations of the war, yet it is still the only practical basis for inter- 
national settlements and monetary stability so far as the more 
advanced industrial nations are concerned. 


We read on, expecting to find the conclusion that pay- 
ments on account of war debts must be remitted in the 
interests of exchange stability, but after a digression on 
disarmament the Message continues : 


My views (on debts) are well known. I will not entertain the 
thought of cancellation. I believe that whatever further sacrifices 
the American people might make in the way of the adjustment 
of cash payments must be compensated by definite benefits in the 
markets otherwise. 


The defeated party has no monopoly of these views. 
On November 28 Senator Pat Harrison, who will be chair- 
man of the Senate Finance Committee in the next Congress, 
delivered a wireless address, which was generally thought 
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to represent the views of Mr. Bernard Baruch as well as 
those of the speaker himself. Impressed by the duty of the 
American Government “ to see that our incoming youth 
shall not be slaves in the economic galley,” the Senator 
suggested that alternative methods of payment should be 
considered. England might supply, “ against some future 
war need,” tin or rubber, jute or silver. Payment might be 
made in bonds or in industrial securities of the debtor nation. 
At the worst there was always gold. “ It will be hard to 
convince our people that we would not be better off with 
payments in gold than with no payments at all.” 

But neither the view of the bankers and economists 
nor that of the advocates of adjustment in return for com- 
pensations reproduces the authentic voice of the plain 
American citizen. He, at least, has no illusions. He 
refuses to see in the request for revision anything more 
than a cunning attempt by the nations of Europe to transfer 
their own burdens to his shoulders. His attitude has been 
recently described in these words by an American 
writer* ; 


Many Americans, fearful of being handed a gold-brick, stoutly 
maintain that Europe can pay. We have become largely an urban 
people, but so recently that we still have an uneasy recollection of 
how the rustic is continually cheated by the slick town trader. 
Europe is slick, a townsman, and we are not going to be taken in. 
That is the popular feeling, and a worldly-wise scepticism is the 
popular defensive pose. 


For those who hold these views—and there is little 
doubt that they are still the overwhelming mass of the 
American people—the difficulty of transfer over the ex- 
change means nothing; the only effect on the United 
States of receiving payments is that a contribution is made 
to the service of the internal debt, the only result of re- 
mitting them is that an equivalent additional sum has to be 
provided towards that service by the American taxpayer. 


* Motives Behind America’s Stand on War Debts, by S. Palmer Harman, 
in Scribner’s Magazine for January. 
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There is little in the pronouncements of his immediate 
political leaders to suggest to the American man in the 
street that this view of the debt payments is incorrect or 
inadequate; and it is less astonishing that such opinions 
should be widespread than that they should be held on the 
whole with good temper, at a time when the harassing 
influences of impecuniosity have become familiar throughout 
the country. 

From this electorate are derived the American Legislature 
and President, and to this electorate they are responsible. 
On March 4 the United States will welcome to office a new 
President, a new House of Representatives, and a Senate 
of which one-third of the members will be new men. 
They will function under a constitution not at all apt for 
the easy settlement of questions involving international 
relations. The theory of checks and balances on which 
the constitution of the United States was built has been 
admired and imitated, and there is no reason to doubt that 
in domestic affairs it has in the main fulfilled the purposes 
of its authors and facilitated the immense and rapid 
development of the country and its resources. But as an 
instrument of government in times of international crisis, 
in an age when the political, financial and economic destinies 
of America are inseparably linked with those of the outside 
world, the constitution in its present form is an anachronism. 
Instead of action and decision it induces paralysis. The 
President can govern only if he can impose his will on the 
Legislature. In that task his Cabinet can give little 
effective help. ‘They are his secretaries, not his colleagues 
sharing a joint responsibility, and they are debarred from 
advocating his policy before either House. The Senate 
and House of Representatives derive their inspiration not 
from a Government of their own members, which enjoys 
their confidence so long as in the free play of debate that 
confidence is felt to be deserved, but from the distant con- 
stituencies and the party bosses. Without a clear majority of 
his own party in both Houses and wide support for his policy 
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in the country, no President can govern effectively except 
by the strength of an altogether exceptional personality. 

Even in his own country the President-Elect is a dark 
horse. He was elected by a revulsion of feeling against 
his rival rather than by any fierce surge of enthusiasm for 
himself. But he is known as a man of absolute integrity 
and great personal charm. He has many friends and 
few enemies, and nothing but exceptional courage, patience 
and persistence could have carried him through grave 
physical incapacity to the Presidency of the United States. 
By foreign observers he is praised rather as a political 
tactician than as a natural leader ; and only time can show 
whether the personal qualities which have won general 
respect will assert themselves in office as effectually as 
the boisterous vigour of a Theodore Roosevelt or the 
intellectual and moral force of a Wilson. On the debt 
question the views of the President-Elect are unknown and 
it is probable that they are still fluid. He will take office 
with the certainty that for two years, at least, Executive 
and Legislature must be Democratically homogeneous. 
He will know that in the early part of his administration 
neither the House nor the Senate will wish to humiliate 
him by factious opposition to any proposal which he 
presses with the full weight of his authority. But he must 
know, too, that the Legislature and its Committees, 
owing to the completeness of the Democratic victory, 
will be more than usually inexperienced. On the debt 
question he is aware that almost to a man Senators and 
Representatives are “ on record ” against general revision, 
even perhaps determined never to vote for it unless they 
can point to the perfidy of the debtors as proof that 
any alternative would be still more disastrous. He will 
appreciate, and probably share, the general feeling of 
sympathy with Great Britain ; he cannot ignore the almost 
universal ill-will felt in the United States towards France, 
the bitterness and the lack of understanding which pervade 
all American comment on French policy. 
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This, sketched in outline, is the environment in which 
the Washington discussions will be opened in the limelight 
of American publicity. In such surroundings the}prospects 
of reaching a satisfactory agreement, and of ensuring its 
ratification before the maturity on June 15 of the next 
instalment on account of the debt must remain in doubt. 
That doubt is intensified by the decision to pursue 
simultaneous negotiations on tariffs, monetary policy 
and the whole gamut of problems which await the World 
Economic Conference. 


II. Tue Britisp Case 


N essence the Washington conference cannot be distin- 

guished from any other negotiations in which a debtor 
approaches a creditor with a view to the revision of the 
contract between them. It is the universal experience 
that such negotiations are most likely to lead with reasonable 
expedition to the conclusion of a new agreement when the 
debtor makes up his mind, and tells his creditor, what he 


can pay and in what form he can pay it. In this instance 
there are the strongest possible reasons for adhering to the 
traditional practice. Even a brief survey, such as we have 
essayed, of the currents of American opinion can leave 
no doubt that it is futile at the moment to look to the 
United States for any helpful concrete proposal of debt 
revision. Political tactics, domestic embarrassment and 
a failure to grasp the real issue all combine to prevent it. 
The debtor, on the other hand, is convinced that he has an 
unanswerable case: he knows that the creditor—that is to 
say, the American people as a whole—does not understand 
that case. He feels that his duty is plain, to develop his 
policy from his convictions and to take it to Washington. 
The British case has been stated, officially and privately, 
many times, with the emphasis now on this aspect of 
it, now on that. Reduced to its essentials, the argument 
rests not on any abstruse economic theory, but on the 
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plain facts and figures of everyday economic experience. 
This very simplicity has perhaps contributed to the 
tendency to embroider the argument with irrelevant 
detail: it is characteristic of our sophisticated age to 
believe that what seems simple is probably spurious, and 
that truth cannot exist without subtlety. To the historian 
of our times a hundred years hence the emotions of the 
war years will have their legitimate part in the record, 
and the generous impulse which then moved the leaders 
of the American people to regard the advances to the 
Allies as a contribution to the common cause will be given 
its proper significance. But the present problem of the 
debts is a practical business problem, and even if the 
flickering sentiments of 1917 could again be fanned into 
flame for the America of to-day, they would not add strength 
to a good case for revision or conviction to a bad one. 
Again, the suggestion is often made, both by American 
and English writers, that given the right approach the 
United States will renew her traditional generosity. But 
Great Britain is no suppliant for generosity: she asks 
not that her creditor should be kind or liberal or forgiving 
but that he should be reasonable, from regard both for 
his own interests and for those of the whole world. It 
is unfortunately true that few individuals and few nations 
find it so easy to be reasonable as to be generous. 
Rejecting everything that is not essential, and eliminating 
all appeals to passion or sentiment, let us briefly examine the 
British case for thinking that the debt funding agreement of 
1923 cannot be carried out unless substantially modified. 
That case is built upon the premise that a debt of any 
magnitude owed by one nation to another can in the 
long run only be paid if the creditor nation lays itself out 
to receive payment. To be paid involves much more 
than passive acquiescence, it requires deliberate and positive 
action by the creditor. In his international balance of 
payments the sums which come to him under debt agree- 
ments will appear on one side of the account along with 
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his other receipts, such as the value of his exports or the 
income from his foreign investments or the money spent 
in his country by tourists from abroad. In order to 
balance the account, he must spend an equivalent sum 
abroad, either in the purchase of goods, or in payment 
for services such as shipping freights or insurance premiums 
or banking commissions, or in expenditure by his own 
nationals travelling as tourists in foreign parts, or in making 
investments abroad whether by loans to other Governments 
or to industrial enterprises or by acquiring property or 
securities. ‘The creditor nation need not buy its goods or 
services from the country which is making payments 
to it on account of a debt. The channels of trade are 
intricate and the ultimate effect is the same if the goods 
and services are bought from a third country or from 
several other countries, which are thus put in funds to 
buy goods or services from the debtor nation. But 
although such triangular trade is the normal condition, 
there are circumstances which prevent it just as effectually 
as they prevent direct trade. If country A has a general 
tariff so high as to be prohibitive, it will exclude imports 
from C and D no less certainly than from B. 

The history of British trade during the last two or three 
generations is the simplest illustration of the working 
of those processes just described. We received a great 
and increasing tribute from abroad in the form of income 
from our foreign investments and of freights and com- 
missions. We made it possible for us to receive these 
payments by throwing open our markets to the traders of 
the world and by constant foreign lending. In other 
words, we so planned our trade and financial policy as to 
enable us to be and to remain a great creditor nation. 

Now it is notorious that since the war the United States 
has, in her economic relations with the rest of the world, 
followed the opposite policy. She has laid herself out, 
in the free exercise of her sovereign rights, not to receive 
payments, but to impede them. By progressive stages 
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she has raised her general tariff to the highest level of pro- 
tection. The Emergency Act of 1921, the Fordney- 
McCumber Act of 1922 and the Hawley-Smoot tariff of 
June 1930 were designed to preserve the domestic market 
for American industry, and their success in attaining that 
object has been complete and unqualified. Simultaneously, 
all the resources of the Government were put at the 
service of the American manufacturer in order to expand 
the export of American products to all parts of the world. 
By organized propaganda, by the work of the expensive 
foreign branch of the Department of Commerce, through 
the facilities offered to foreign students to obtain technical 
training in the United States, the legend was assiduously 
cultivated that American industry was destined to supplant 
the effete nations of Europe as the universal provider. 
The United States Government was not content merely 
to foster exports and to exclude imports. It resolved to 
build and to subsidize at the expense of the taxpayer an 
American mercantile marine and so to deprive the debtor 
countries of an important indirect method of meeting their 
obligations. At the recent meeting of the Orient Line, 
Sir Alan Anderson showed from the official reports of the 
United States Shipping Board that between 1920 and 1932 
the American taxpayer provided, to cover losses incurred in 
building ships and operating them, {600,000,000 at par— 
a sum which, as he pointed out, is equal to twice the 
value of the British merchant ships engaged in foreign 
trade and ten times the value of the goods bought by the 
United States from Great Britain in a normal year, and 
exceeds by {50,000,000 at par the total payments for War 
Debts made to the United States by all her debtors up to 
1931. 

In two ways only has America helped her debtors to pay 
their debts. So long as prosperity lasted at home, 
American citizens spent money freely in Canada, in 
Europe, in the West Indies or in any other part of the 
world to which the call of business or pleasure took them. 
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But with hard times American tourist expenditure has 
dwindled rapidly and for years to come it would be unsafe 
to count on its resumption on the old scale. Of far 
greater importance was the spate of American foreign 
lending during the four or five years ending with 1929. 
That lending was often indiscriminate, even unbridled, 
and, in the absence of a firm tradition of genuine foreign 
investment, there was always the danger that it would 
end as precipitately as it had begun. In the light of the 
figures it is now amply clear that the fantastic structure 
of international non-commercial indebtedness would have 
toppled down some years earlier if American lending had 
not intervened to transfer the burden of reparations and 
war debts from the debtors to the private investor. 
According to the calculations of the United States Depart- 
ment of Commerce, during the nine years 1922-1930 the 
United States had an aggregate credit balance opposite 
the rest of the world of $5,000 million. That balance was 
covered as to $700 million by the shipment of gold to 
America—with damaging consequences both to the debtor 
countries from which it was taken and to the United 
States herself—and as to the remaining $4,300 million, 
by the net private investment of American citizens abroad. 
During the same period the total payments to America 
on account of War Debts were under $2,000 million. In 
other words there has been no reduction, but an increase 
in the world’s indebtedness to America. So long as 
America was willing, directly or indirectly, to lend Germany 
the money with which to meet her reparation payments, 
those payments were maintained, and the creditors of 
Germany handed on to their own creditor, the United 
States, a part or the whole of their receipts. But when 
once American lending ceased, the bubble was pricked. 
lf there had been no collapse of the New York stock market 
in 1929 and no headlong fall of world prices, the appetite 
of the American investor for foreign loans must soon 
have been satiated. For the debtor countries of the’ post- 


257 





War Debts and World Recovery 


war world, with their artificial frontiers and vexatious 
restrictions on trade, their political uncertainties and 
innumerable other legacies of the war, could not have 
maintained the pace set for them in the remunerative 
absorption of foreign capital. By 1929 many of them were 
already overborrowed, even for the price levels of those 
days. From whatever angle it is regarded the artificiality 
and impermanence of the situation during the years before 
the crisis is now evident. 

In the light of these facts it must surely be apparent 
that any further attempt by Great Britain to carry out the 
present agreement can end only in failure. The contract 
is valid and the obligation unconditional, but in the world 
as it is performance of the contract is impossible. Great 
‘Britain has not been driven to that conclusion without 
strenuous and protracted efforts to meet her liability. 
The British share of the advances made by the United 
States during and after the war was $4,277 million, or 41 
per cent. of the whole. Under the agreement of 1923 she 
undertook to pay in principal and interest $11,105 million, 
or just over 50 per cent. of the aggregate payments to 
be made by all the debtors under their funding agreements, 
Up to date she has in fact paid, before and since the debts 
were funded, more than $1,900 million, which is 73 per cent. 
of all the payments received by the United States on account 
of War Debts. ‘These figures are adduced not in order to 
bolster up a plea for leniency—for leniency, we must repeat, 
is not at all what Great Britain is seeking—but as prima facie 
evidence that if this country to-day declares that it can no 
longer execute the agreement, that declaration springs 
not from “ slickness,” or even from mere weariness in well- 
doing, but from honest conviction. The 1933 annuity 
amounts to $184 million, which is increased to $203 
million by the addition of the first agreed instalment in 
respect of the Hoover moratorium year. Since the debt 
was funded, wholesale prices have fallen 35 per cent. in 
terms of gold: thus the effective value of the annuity, 
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that is its real burden in terms of commodities, is not 
$203 million but $312 million. At the same time, owing to 
the depreciation of sterling, the cost to Great Britain of 
providing $203 million is no longer {42 million but £60 
million. That sum is payable, moreover, at a time of 
unprecedented shrinkage in world trade, when the com- 
bined exports of Europe to all countries in the world 
have fallen in four years from an average of $1,200 million 
a month to half that amount. 

Not only has Great Britain made resolute efforts, through 
a period of increasing stringency, to meet her liabilities to 
America, but she has been prepared, in advocating can- 
cellation or substantial reduction, to accept sacrifices no 
less important relatively to national wealth than those 
which she was suggesting to America. In 1920 in round 
figures the United States was a creditor for $10,000 million 
(including $4,000 million owed by Great Britain) and Great 
Britain was a creditor for $7,000 million gross or $3,000 
million net. It cannot be said that cancellation at that 
time would have involved a contribution by the United 
States seriously disproportionate to that which we were 
willing to make ourselves. When the debts were funded 
the present value, at the date of funding, of the aggregate 
annuities from all the debtors due to the United States 
(the rate of discount being 4} per cent.) represented 60 per 
cent. of the total debts funded. The similar percentage 
under the agreements made by Great Britain with her 
debtors was 30 per cent. Moreover, during the years 
between 1919 and 1931 the relative position of Great Britain 
on her debt account deteriorated. She received total 
payments, including those for German reparations, of less 
than $950 million, and as against this receipt paid to the 
United States almost $1,600 million. During the same 
period the United States received from all her debtors 
$2,200 million. In other words, the United States has 
had in interest or principal an amount equal to 22 per cent. 
of the $10,000 million for which she was a creditor in 1920, 
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whereas Great Britain has had from all sources substantially 
less than nothing in respect of her 1920 net claim of $3,000 
million. 

These figures are important and they are not as widely 
known either in England or in America as might be wished. 
For that reason we quote them. But they are not, after 
all, the essence of the British case. That, as we have tried 
to show, is simply that in present conditions nothing less 
than a revolutionary change in the whole trade or financial 
policy of the United States would be necessary if payments 
on account of these debts were to be made to any sub- 
stantial amount in future. But can we at this time look 
for any such revolutionary change? Is it reasonable to 
expect 12 million unemployed to see work for themselves 
and prosperity for American industry by way of freedom 
of competition for the foreigner? Apart altogether from 
War Debts, America will no doubt sooner or later have 
to revise her present incompatible aims of low imports, 
high exports and no foreign lending. In the three years 
1929-31 American exports to Europe exceeded American 
imports from Europe by $2,483 million, and in the first 
ten months of 1932 the excess was still as much as $391 
million. But the inevitable changes in American trade 
policy can come only gradually ; it is beyond the power 
of anyone outside America to accelerate them, and there 
is no reason to think that any responsible leader of American 
opinion would advise the debtor nations to take account of 
possible significant alterations in American trade policy when 
estimating the means open to them of making their payments. 

If, then, Great Britain were to pay the instalments of the 
1933 annuity maturing in June and December, in what 
form could the payment be made? Certainly not out of 
a credit balance of international payments. There can 
be little doubt that in 1932 Great Britain still had an 
adverse balince of payments (excluding capital movements) 
of not less than {£50 million. A substantial reduction in 
imports failed, in other words, by that amount to compen- 

260 





The British Case 


sate for the fall in exports and the loss of income from 
foreign investments, shipping freights and banking and 
other commissions, which was caused directly or indirectly 
by the contraction of world trade and the widespread 
defaults to which it has given rise. We cannot improvise 
a favourable balance overnight, least of all when the 
United States and others of our best customers refuse to 
buy our goods or to make use of our services. But if the 
surplus is not there, we can pay only from capital or by 
borrowing. We could, for instance, ship our remaining 
gold until it was exhausted. In the process we should 
force down sterling prices and give an uncontrollable 
impetus to further deflation throughout the world. Or 
we could go out into the market and invite the holders 
everywhere of dollar balances to sell us those balances for 
sterling credits in London. In other words, we could 
borrow short to meet the service of a long-term debt, 
actively soliciting the renewal of short-term foreign deposits 
in the London market. It was the withdrawal of such 
funds in a moment of panic which drove the pound off gold 
eighteen months ago, and with none of our seeking the 
return of such funds in recent months, whether from 
motives of speculation or safety, has raised problems which 
must gravely preoccupy all who are concerned for the 
stability of sterling. But whether we shipped gold or 
bought dollars in the market against sterling credits, we 
should rapidly exhaust our resources, and the end, 
whether it came after one or two or even three further 
instalments, could only be default, absolute and final. 
We should be left only with the satisfaction of knowing 
that we had not defaulted until we had made certain of 
a further serious fall, probably a catastrophic fall, in the 
value of the pound sterling. British opinion shrinks, and is 
bound to shrink, from that responsibility and prefers, if 
no agreement can be reached and default within twelve 
months is thus made inevitable, to default now. 

In seeking to protect the pound any British Government 
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would be conscious of protecting far wider interests than 
those of its own country. Even though divorced from gold 
and depreciated to its present level, sterling and its relative 
stability are vital to the trade of the whole world. No 
one knows better than the American or the German 
manufacturer that the continued adhesion of his own 
currency to gold can do nothing to protect him against 
violent fluctuations of the pound, with their incalculable 
repercussions on his own power to compete abroad. But 
there is another aspect of the debt problem in which Great 
Britain regards herself as a trustee for the interests of 
Europe and indeed of the world. After years of consistent 
effort in the same cause, British Ministers played a leading 
part at Lausanne in destroying the whole conception of 
reparations. ‘The Lausanne Agreement removed what 
the world now recognises to have been one of the most 
insidious causes of international ill will, and at the same 
time a powerful factor in the development of the economic 
crisis. Insistence on the preservation of the war debt 
agreements means the tearing up of Lausanne, and even 
if there were not a dozen other valid reasons for a revision 
of War Debts, Great Britain would hesitate to destroy 
the settlement of Lausanne in order to maintain the debts 
intact. To the American ear this may sound like a European 
front, but it is nothing of the kind. The pressure of the 
facts, and not a conspiracy of other nations, brought 
France at last to abandon reparations. Equally, it is 
not Europe which has combined against America, but the 
harsh realities of economic life. 

Such, in outline, is the British case for urging the 
American people to face a radical revision of the debt 
agreements. It is a cause espoused, not by a small minority, 
such as the American economists and bankers, shut out 
from political influence, but by the whole body of thoughtful 
Englishmen, irrespective of class or profession, Their 
views, which we have endeavoured to present, are held all 
the more tenaciously because they are felt to be the fruits 
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of a long and honourable experience by Great Britain of 
world trade and of international finance, an experience 
far longer and far more varied than that of America. This 
does not mean that these views are held arrogantly. British 
opinion frankly acknowledges and freely condemns the 
many sins against common sense and against the lessons 
of the past into which this country, like all others, has 
fallen in the economic and financial confusion of the post- 
war years. If it feels that the American people have kept 
their illusions about the debt settlements when Great 
Britain has long since discarded her own, it is neither 
incompetent nor unwilling to seek the explanation of that 
difference in the historical and economic background of the 
two nations. 


III. British Poticy ror WasHINGTON 


NY policy propounded at Washington by the British 

representatives will rest on a case indistinguishable 
from that which we have outlined. It remains, therefore, 
to consider the general lines of the policy to which the 
British case leads naturally and inevitably. 

It points, first, to the necessity for an early and a final 
settlement. There may appear, at first sight, to be a 
certain plausibility in the suggestion that the time is not 
ripe for a final agreement. American opinion is moving, 
however slowly, towards the recognition that the problem 
of payment is primarily a transfer problem. Given time, 
America may go further towards meeting the debtors than 
if the debtors attempt now to sweep her off her feet. 
Moreover, it may be suggested, a settlement made when 
the world is in the depths may be no less unfair to America 
than the settlement of 1923 has proved to be to Great 
Britain. The true burden of any given payment cannot 
be apparent until prices find some more permanent level 
than our hopes are willing to concede to the prices of to-day. 
Why not, then, make some provisional arrangement and 
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agree to examine the position again in four or five years ? 
The answer is inherent in the whole British case, and it is 
that neither we nor the rest of the world, nor even America 
herself, can afford to wait. Debts are not an isolated 
problem which can be segregated from the rest and kept 
under observation in some compartment of its own: 
debts cannot be treated by the Governments of the world as 
a bacteriologist would treat his cultures. Until they are 
finally settled uncertainty will reign in the world. Un- 
certainty is perhaps the most formidable remaining 
hindrance to recovery, and if it is not now exorcized, all 
international and national efforts towards recovery must 
be frustrated. By painful stages, disastrous in their 
effects on world trade, the problem of reparations advanced 
to a tardy solution. In its present state of prostration the 
world cannot support for a second time the folly of tem- 
porising with a radical evil. For this reason Great Britain 
is bound to press for a definitive settlement within the 
next few months. 

The second guiding mark of British policy is that the 
settlement must reduce the liability of Great Britain to 
an amount which it is beyond all reasonable question 
within our power to pay without endangering the stability of 
sterling. British debt policy has been governed since 1922 
by the principle of the Balfour Note :— 

In no circumstances do we propose to ask more from our debtors 
than is necessary to pay our creditors. And, while we do not ask for 
more, all will admit that we can hardly be content with less. 

That declaration permanently debars Great Britain from 
making a profit on balance out of her debt agreements, but 
it can offer no guarantee to Great Britain against a loss on 
balance. In the Washington negotiations the British 
representatives will have no means of knowing whether 
any further payments, and if so what further payments, 
will be made to Great Britain by her own debtors. ‘They 
are bound, therefore, to assume that any payments which 
they undertake to make in future in respect of our debt to 
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-America will be a net liability, unrelieved by any credits 
on the other side of the account. If we ask what is the 
maximum sum that this country can pay without disturb- 
ing the future stability of the pound, we can expect no 
general agreement as to the answer, since there is no 
scientific basis for the calculation. No phrase such as 
“capacity to pay” can offer a sure guide. For it does 
not prescribe whether payment is to be made out of income 
or out of capital or partly out of each: it does not tell us 
whether what is meant is capacity to pay for a few years at 
the expense of the rest of the world, or permanently without 
strain, or conditionally on the United States relending 
her surplus to the world. It means one thing if payment 
is to arise out of the normal working of the national 
trade policy, and something altogether different if that 
policy is to be radically changed by the wholesale restric- 
tion of imports, with the corollary abroad of a further 
diminution of the volume of international trade and at home 
of intense deflation and a lower standard of life, in order 
that the working effort of the nation may be devoted 
primarily to the provision of the annuities on the American 
debt. American opinion is no more likely to arrogate to 
itself any such right of governing our destinies as a nation 
than it is to admit our right to dictate American economic 
policy. ‘Therefore in deciding what maximum payment it 
can offer, the British Government must assume a normal 
development of national policy, and in a world so bedevilled 
with obscurities is bound to err rather on the side of 
caution than of rashness. 

Finally, everything points to the wisdom of a settlement 
for a capital sum rather than for an annual payment. The 
obligation will then cease to be an obligation from one 
Government to another, and will become an obligation 
from a Government to the private investor. Not until 
the debt is removed from the category of political into 
that of commercial problems can the world have any 
security that the shadow of this controversy will not fall 
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across the path of international relations, darkening counsel 
with monotonous perversity. By a final capital payment, 
Great Britain will recognise once more the contractual 
validity of her present obligation, and by accepting such a 
settlement the United States will save the world from the 
consequences, no less unpleasant to herself than to the 
debtor, of the only alternative, default. 

It is probable that proposals on these lines involve 
something much more nearly approaching cancellation than 
American opinion is at present willing to accept. Fair 
warning has been given that any suggestion of revision 
will be countered by a ciaim for concessions in other 
spheres—a drastic reduction in armaments, facilities for 
American exports or the return of Great Britain to the gold 
standard. It is a reasonable inference that the greater 
the reduction that we seek in our liability the higher the 
price that we shall be asked to pay in other directions. In 
the words of an American journalist, the stage is set at 
Washington for “ one of the greatest give-and-take swapping 
contests ever started.” Now if the British view is a sound 
view, as we are convinced it is, there can seldom have been 
a negotiation which offered less scope for such a contest. 
Disarmament is no more relevant than prohibition: we 
are as powerless to procure the one as the Federal Govern- 
ment is to enforce the other. If it lay in the power of the 
United States and the British Empire by bilateral agree- 
ment to secure the practical disarmament of the world, 
then the world would long since have been disarmed. The 
problem is notoriously less simple than that, and at the root 
it is not a financial but a political problem. Great Britain 
and the United States can at any time by full and free 
co-operation wield great influence in the cause of political 
appeasement and world peace. That co-operation can 
be had for the asking: it cannot be bought as the price of a 
debt settlement. But the penalty of failure to reach an 
agreed settlement may well be an atmosphere in which 
frank co-operation is precluded for a decade. 
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Is there any greater possibility of commercial or financial 
concessions? Asa “ trade” against a debt’settlement, we 
believe not ; as part of a programme of general economic 
revival to follow a debt settlement, yes, indubitably. 
With all other conditions unchanged, guarantees of 
American exports can only be additional guarantees of 
British default. So long as the British liability for debt 
payments is uncertain or fixed at an amount which there is 
any doubt as to our ability to meet, no British Government 
could return to the gold standard for fear of being forced 
to abandon it again. But to clear debts out of the way, 
after disentangling the problem from all others rather than 
entangling it with them still further, is to open the door 
wide to a constructive and concerted effort in the World 
Economic Conference for therestoration of world prosperity. 
In that Conference the United States and Great Britain 
can give a decisive lead. No one who reads the draft 
Annotated Agenda,* which is the unanimous work of the 
Preparatory Commission of 25 experts, drawn from 17 
countries (including the United States), can doubt either 
the magnitude of the task or the scope which it offers 
for reciprocal concessions over a wide field. The Com- 
mission has drawn up a programme of work, which must be 
attacked as a whole if any progress is to be made. The four 
main aims are the restoration of an effective international 
monetary standard, steps to counteract the unprecedented 
fall of commodity prices, the abolition of exchange restric- 
tions and, finally, greater freedom of international trade. 
As an essential preliminary to this programme, the Com- 
mission places the settlement, or the definite prospect of a 
settlement, of the problem of inter-governmental indebted- 
ness, without which, in the words of the Commission, 
*‘ these debts will remain an insuperable barrier to economic 
and financial reconstruction.” 

In such a programme rather than in the debt discussions, 
the preoccupations of the United States in regard to her 


* Published by the League of Nations, Jauuary, 1933. 
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own exports or the stabilization of the pound fall into their 
proper place. Any successful attempt to attain greater 
freedom of international trade must lead to the moderation 
and stabilizing of tariff policies everywhere and to the 
profitable extension of American trade with the rest of the 
world. As to the gold standard, serious opinion in Great 
Britain has a thousand reasons for desiring a stable pound 
and none for wishing sterling to float loose. But a return 
to gold involves reasonable security that the standard will 
work, and no mere agreement to define the gold content 
of the pound will give that security. The gold standard 
can only be maintained if it is not asked to support the 
strain of large movements of gold in one direction. In 
other words, countries such as the United States and France 
must be prepared either to have a very small credit surplus, 
and therefore small gold imports, or to lend their surplus 
abroad. If the United States agreed to co-operate with 
Great Britain and France for the restoration of an effective 
monetary standard, knowing and accepting all the implica- 
tions of such an agreement, there need be no fear, once 
debts were out of the way, that any hankering for the 
independence of the pound would deter Great Britain 
from undertaking, with all proper precautions, de facto 
stabilization and in due course returning to the gold 
standard at some new parity with gold. 

It is no part of our task to consider what for lack of a 
better term may be called the tactics of the Washington 
negotiations—who are the most suitable representatives 
for this country, whether we should send a large or a small 
delegation, in what order they should approach the subjects 
for discussion at the Conference, and so on. We assume 
that the British Government will wish to do everything 
in jts power to ease the position of the new President and 
to meet his wishes in such matters of procedure so far as 
it can do so consistently with its duty to its own public. 
But if we turn from tactics to essentials, we shall have 


failed in the main purpose of this article if we have 
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not made it clear that in our view it is not Great Britain 
but the United States which is faced with a choice of 
policies at Washington. Neither British opinion nor the 
facts which have moulded it leave the British Government 
any alternative but to stand out for a final settlement of the 
debt for a relatively small capital payment, at the same time 
proffering the fullest and most helpful collaboration in the 
work of the World Economic Conference for the economic 
and financial recovery of the world. ‘The Government and 
people of the United States must choose between accepting 
that offer and forcing their debtor to default. Acceptance 
means an apparent immediate sacrifice, with the 
opportunity, perhaps the last in this generation, to recoup 
it many times over in a revival of general prosperity. The 
alternative of a forced default by the debtor adds to the 
immediate sacrifice the prospect of embitterment and 
isolation in a world drifting into decay. We believe that 
when the American nation understands the significance 
of its choice, it will again throw in its lot with the world. 





THE OPPORTUNITY AT 
WASHINGTON 


HE Conference which President Roosevelt has pro- 

posed should take place in Washington early in March 
between himself and representatives of the British Govern- 
ment—if possible Mr. Ramsay MacDonald in person— 
will be fraught with exceptional significance. If Mr. 
MacDonald goes to Washington, either in March or a little 
later, the discussions will clearly be concerned with much 
more than the war debts. For the world is probably in a 
more disorganised and dangerous condition to-day that 
it has been since the religious wars, and it is this 
situation, of which war debts are only a part, which 
makes a journey by the Prime Minister worth while. The 
real necessity of the hour is that the firmly established 
National Government in Great Britain and the new 
Administration in the United States should, as a prelim- 
inary to the World Economic Conference which is to meet 
later in the year, try to reach a common mind as to the 
way out of the morass in which we are all plunged to-day. 
For not the least of the difficulties before that Conference 
is that the United States has remained aloof from the rest 
of the world so long, that some bridge has to be built 
between her present view and the views of Europe with 
regard to the remedy for the depression. 

There are still considerable difficulties in the way of 
agreement. President Roosevelt, it is true, comes into 
office with a strong party majority in Congress behind 
him, untrammelled by the commitments and pledges of his 
predecessors, clearly convinced that, to a large extent, the 
solution of the domestic problems of the United States 
lies in international action of some kind, and with a mandate 
to take whatever action may be necessary to end the 
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depression. But public opinion in the United States is 
only gradually awakening to the extent to which its own 
problems are now inseparable from those of the rest of the 
world and only soluble by some degree of international 
action. Its natural tendency is to link all the problems 
together and to seek a comprehensive settlement in which 
concessions on debts can be set against concessions in 
other spheres by the debtors; and the public discussion 
of war debts, initiated by Mr. Neville Chamberlain on the 
eve of the Washington negotiations, created resentment in 
the United States by making it clear that Great Britain 
did not consider that any bargain was possible, and ex- 
pected not a “generous” revision, but a virtual cancella- 
tion, as necessary in the light of the economic facts of the 
time. The United States is anxious to secure an early 
return to an international gold standard, in order to stop 
fluctuating exchanges, but the revision of national economic 
policies, without which any such step can only beastep in 
the dark, is not, either from the political or the narrower eco- 
nomic point of view, aneasy task. The Ottawa agreements have 
caused a good deal of resentment in the United States, as well 
as elsewhere, and will certainly figure in the forthcoming dis- 
cussions. There is, too, at present no consensus of opinion 
on both sides of the Atlantic as to what it is either prac- 
ticable or desirable to do to dispel the depression, though 
the January report of the experts of the Preparatory Com- 
mission for the World Economic Conference seems to 
offer a reasonable agenda for discussion. Nor is there, as 
yet, any common ground on political issues, notably in the 
matter of the future relations between the United States 
and Europe and the League of Nations, and the attitude of 
all three to the Far East. 

As all these matters ought to figure in the Washington 
discussions, if the Conference is to be a real success, it 
may be useful to set forth some ideas with regard to them 
in the following pages. For, whether we like it or not, 
and whether it succeed or fails, the Conference is bound to 
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have a profound effect on the way in which world civilisa- 
tion, now shaken to its foundations, is to develop in the 
next few years. 


II. Tue Pouiticat Issues 


HE world war gave a rude shock to the complacency 

of pre-war civilisation. To thinking men and women 
in all countries the central lesson of that destructive struggle 
was that war will remain endemic among men so long as 
national States claim unlimited sovereignty, and to bea law 
unto themselves, while its horrors and destructiveness 
will progressively increase with the progress of man’s 
mastery over nature. The recognition that lasting peace 
means some form of world law binding all nations, both to 
submit their disputes to pacific settlement by reason and 
justice and to take collective police action against nations 
which break the law and resort to violence, bore fruit in 
the Covenant of the League of Nations. But the hopes of 
those who founded the League have been disappointed for 
two main reasons. The first is because the United 
States, having through her President, played a leading part 
in making the principle of self-determination the basis of 
post-war Europe, and in drawing up the Covenant, withdrew 
from Europe and from the League, thereby imposing upon 
Europe alone the burden of maintaining the treaty settle- 
ment, with results on the policy of France and the arma- 
ment situation which were discussed in our last issue.* 
The authority of the League, moreover, was thereby 
weakened and Article 16, the so-called sanctions clause, 
rendered nugatory to the extent to which that clause 
depended for its power upon the use of naval blockade 
against an aggressor. In the second place, the League 
itself, partly because of the withdrawal of the United States 
and partly from the obligations placed upon it by the 
treaties of peace, became mainly concerned with the 

* Tue Rounp Taste, No. 89, December 1932, pp 5-9. 
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internal problems of Europe, rather than with those of the 
world. 

It is now quite clear that if there is to be any real progress 
towards lasting world peace, Europe must, through some 
agreed revision of the treaties, in so far as they relate to 
eastern Europe, attain to some kind of stable political 
equilibrium within its own boundaries, without guarantees 
from outside, and that the League—or some new world 
association based upon the Kellogg Pact—must secure the 
active co-operation of the United States in dealing with 
world problems, notably the prevention of war and the 
pacific settlement of international disputes, and in pro- 
viding that measure of collective security against a law 
breaker which is the condition of an all-round disarmament 
agreement. ‘The attainment of these ends will take time. 
What form they may take it is impossible to foresee. But 
an increasing number of thinking people in the United 
States are coming to recognise that world peace means 
world organisation, or world government in some form, 
and that real progress to this end is impossible without the 
assumption by the United States of genuine responsibility 
for steering the world, only they insist that world politics 
must be disentangled from the day to day politics of 
Europe. Until the British Commonwealth and the United 
States begin to base their thinking on these foundations 
we shall continue to encounter the disillusionments which 
have disappointed us since 1918. The broad issue of 
how the world is to be politically stabilised is perhaps 
the first question for the Conference at Washington to 
discuss, 


III. Economic Issues 


CONOMIC issues, however, are even more urgent than 
political On the economic side the same central 
lesson that self-centred nationalism is as incompatible 
with prosperity as it is with peace—a lesson almost com- 
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pletely ignored at the Paris Peace Conference—is also 
beginning to be recognised. What is not yet so clearly 
recognised is that it is also incompatible with the indi- 
vidualist or capitalist system. In order to grasp the pre- 
sent situation, let us look for a moment at the economic 
development of the modern world in perspective. 

The so-called capitalist system, that is to say, the system 
of leaving the use of the discoveries of natural science, in 
their application to industry and agriculture, to private 
enterprise and private capital, has proved, despite serious 
drawbacks, much the most effective system for raising the 
economic standard of living of mankind that the world has 
known. Broadly speaking, during the nineteenth century, 
it enabled the transportation of between 30 and 40 millions 
of Europeans across the Atlantic, and gave them the highest 
standard of living ever attained. In the present century 
before the war the United States was still capable of absorb- 
ing 1,000,000 new immigrants a year,* without creating 
unemployment. In Great Britain the population quad- 
rupled and there was a corresponding rise in the standard 
of living. In Europe the population rose from 180,000,000 
to 450,000,000, most of whom were also on a rising standard 
of living. South Africa and Australia were growing at a 
great pace, and development was in progress at varying 
rates of speed in South America and Asia and in Africa 
generally. It is impossible to say that a system which 
produced these results, and at the same time immensely 
increased the facilities for education, recreation, travel, 
transport, culture and amusement for ever-widening circles 
of humanity was a failure or intrinsically bad. 

In the latter part of the century, however, two other 
movements came into play. On the one hand, nationalism 
invaded not only the political, but also the economic 
field. It introduced the tariff, not merely as a convenient 
source of revenue, but also as a means of artificially forcing 


* The immigrants for each of the years 1905, 1906, 1907 and 1910 were 
just over one million. 
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the growth of industrial development in _ particular 
countries taken by themselves at a rate that would 
probably have been impossible under free trade. The 
nationalist system of protection gradually became more 
pronounced as vested interests grew up behind the tariffs, 
and long before the war it was commencing to upset 
that almost automatic adjustment of supply and demand 
which was the strength of the free trade system. It began to 
keep alive uneconomic production, to over-develop certain 
forms of production, and to disturb the balance between the 
production of food, raw materials and manufactured goods, 
without any consideration for the effect on the world balance 
of supply and demand. Up to 1914, however, the effect of 
this kind of political interference with the free play of the 
market, both in the sphere of production and of exchange, 
was relatively unimportant, for the export of capital for 
development purposes and the rapid growth of trade in 
the rest of the world disguised it. It is, however, easy 
now to see that it was all the time inevitably tending to 
prevent that continuous adjustment of supply and 
demand to which we have already referred, and which is 
essential for universal employment, healthy finances, 
and the solvency of debtors, both domestic and inter- 
national. 

On the other hand, there was a growing discontent with 
the evils of unrestricted capitalism, which showed itself 
in two main directions. The radical and liberal part of 
the world carried through, in varying degrees, programmes 
of factory legislation, social insurance against old age, 
sickness and unemployment, education and, in later years, 
graduated taxation designed to lessen inequalities in 
wealth. By 1914, programmes of social reform had 
gone far in the direction of mitigating the evils of the 
excessive competition which attended the early stages 
of the industrial revolution—even in such backward parts 
of the world as Africa—though they too had the effect of 
interfering to some extent with the free play of the market 
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in the adjustment of the balance of supply and demand. A 
left wing movement, however, not content with mere social 
reform, regarded the whole individualist system, which 
established profit-making as the motive for all economic 
development, as fundamentally anti-social, because it 
treated labour as a commodity to be bought and sold in the 
market. ‘This movement strove to set up a new order in 
which the means of production, distribution and exchange 
would be nationalised and managed exclusively in the 
general interest, with the object of ensuring a more or 
less equal standard of living for all citizens, and of 
putting an end to the system of “living by owning” 
capital. 

The world war, which intensified both the processes 
just described, had the effect of still further dislocating 
the old economic order. On the one hand, Russia became 
an isolated economic area, and China lapsed into chaos. 
On the other, the war over-developed certain industries, 
necessary for war purposes, at the expense of others. 
It converted the United States from a debtor into a creditor 
nation; it greatly increased the barriers which impeded 
world trade by creating new national (tariff) boundaries 
in Europe, and the old tariffs were heightened all over the 
world; it set up the ideal of self-sufficiency, with the 
result that the nations subsidised at great cost the pro- 
duction at home of commodities which could be better 
and more cheaply obtained from abroad, with disastrous effects 
upon the agriculture and industries of the other countries 
which previously had supplied these things; and finally, 
by creating vast international obligations in respect of 
reparations and war debts, the war imposed a strain on the 
exchanges, which could only have been sustained if uni- 
versal free trade had made possible payment in goods and 
services and rapidly restored the old expanding world market. 
Indeed, the system left by the war was only enabled to 
remain in existence as long as it did by the artificial and 
temporary process whereby the creditors, between the 
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years 1924 and 1929, lent (mostly to Germany) sums equal 
to, or more than, the amounts they were due to receive 
for reparations and debts. 

Hence the great crash of 1929, when the process of 
foreign lending, which, for four or five years had dis- 
guised the hopeless disturbance of the balance of 
supply and demand throughout the world and created a 
premature confidence in recovery—and in the possibility 
of bolstering up the gold standard—was brought to an end 
by the American stock market boom. But the crash, 
while it revealed the realities of the situation, only intensi- 
fied the strain upon the exchanges. Restrictions on 
imports, and drastic exchange restrictions and embargoes, 
all designed to protect national credit and currencies, 
helped to create a state of panic, which in the end was 
largely responsible for driving Great Britain and other 
countries off the gold standard, with the result of fluctua- 
ting exchanges and fresh embargoes and restrictions. 
Action of this kind taken by any country produced profound 
reactions in all others, and immense areas of economic 
devastation, especially in agriculture, but also in industry, 
came into existence. This in turn led to irresistible 
pressure on parliaments everywhere to interfere drastically 
with internal trade, by the adoption of marketing and 
quota schemes, or the purchase of surplus supplies, while 
at the same time ever-growing budgetary charges were 
incurred for subsidies to collapsing industries, or the relief 
of unemployment. 

The net result is that to-day world trade is still falling 
and unemployment is still increasing in most of the 
capitalist countries of the world, while their govern- 
ments intervene more and more ruthlessly in economic 
affairs, with increasingly disastrous effects on their budgets. 
The world is, in fact, at this moment, also moving steadily 
towards national socialism, a form of socialism which is, 
however, put into effect by nationalist right wing parties 
and not by the socialist or revolutionary left wing. 
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IV. Tue Immepiate ALTERNATIVES 


T may be that the world is permanently heading for 

national socialism. Democracies, when in economic 
trouble, demand not that their governments should keep 
their hands off business, but that they should interfere more 
and more—a tendency which becomes intensified in propor- 
tion as unemployment increases. Nor does there seem to 
be any doubt that, for a long time to come, the national 
State will become an economic no less than a political unit. 
The old ideal of combining a more or less cosmopolitan 
free trade world order with complete national sovereignty 
in the political sphere seems to-day to lie far outside 
the field of practical politics. 

In point of fact, there is no inherent reason why the 
capitalist system, given free play, should not raise the 
standard of living of the whole world in the twentieth 
century, just as it raised the standard of living in Great 
Britain and the United States during the nineteenth 
century, with the aid of the protective devices against the 
abuse of free competition which democratic governments 
were learning to apply before the war. Capitalism, as a 
system, has not failed. It is being prevented from working 
by political interference, partly based on nationalist 
and partly on socialist ideals. It can only function if it is 
once more set free from a large number of the present-day 
restrictions, and if the free play of the market is allowed 
once more to be the governing factor in its evolution. 
It simply cannot function if it is “cribbed, abused and 
confined,” both nationally and internationally, as it is to-day. 

But even if it is true that the present drift is towards 
national socialism, no country in the world has yet thought 
out the lines on which national socialism is to be applied 
in actual practice. ‘The Western world has clearly rejected 
communism, with its nationalisation of everybody and 
everything through the dictatorship of the proletariat, the 
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abolition of private property, except in the form of bank 
savings and personal effects, and the enrolment of all 
citizens in an economic army directed by a communist 
party directorate. Socialism, in the West, is much more 
likely to concern itself with trying to define the dividing 
line between public and private ownership, saving, and 
enterprise inside the national State, and with formulating 
a programme for the regulated exchange of foodstuffs, raw 
materials and commodities between the national units. It 
will also have to make up its mind as to how far the parlia- 
mentary system of democracy, as it has been hitherto known, 
is fitted to assume the new burdens which will be placed 
upon government under such a system. All the evidence 
to-day goes to show that, while parliamentary institutions 
are suitable for the performance of the political functions 
they were created to discharge, they are quite unsuitable 
as an agency for planning or directing the economic life of 
a country. All this thinking will however take time, and 
it may be that when public opinion sees what the cost of 
national socialism is going to be, it will prefer a reformed 
type of capitalism. 

But at this moment the issue is not between a return to 
universal free trade and a conscious advance towards 
national socialism ; it is whether the nations of the West 
are to drift helplessly towards bankruptcy, inflation, the 
cessation of all international trade, increased unemploy- 
ment and social discord, or whether they can contrive to 
restore some common-sense way of working the de facto 
economic order, and so gain time in which to plan con- 
sciously and intelligently the future form of their economic 
life. 

What does this mean in practice? The following is a 
summary of the Introduction to the Draft Annotated 
Agenda* for the World Economic Conference, issued in 
January of this year : 

The number of workers unemployed has been estimated by the 


* See The Times, January 20, 
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International Labour Office at no fewer than 30,000,000 ; wholesale 
prices have declined since October, 1929, by about one-third ; 
world stocks of agricultural products and other raw materials 
continue to accumulate ; industrial production has been drastically 
curtailed ; the total value of the world trade in the third quarter 
of 1932 was only about one-third of that of the corresponding 
quarter of 1929. 

Only a handful of countries retain free and uncontrolled gold 
currency systems; currency disorganisation, price declines and 
curtailment of trade have thrown into sharp relief the difficult 
problems of indebtedness. 

The Commission considers that further losses of ground cannot be 
contemplated without the gravest forebodings. Happily, in some 
quarters there have recently been certain auguries of improvement. 
Thus security markets in almost every country have for several 
months past shown a decided improvement. Nevertheless, economic 
recovery will be halting and restricted, if unaccompanied by broad 
measures of reconstruction. 

In essence the necessary programme is one of economic disarma- 
ment. In the movement towards economic reconciliation the 
Armistice was signed at Lausanne ; the London Conference must 
draw the Treaty of Peace. 

Failure in this critical undertaking threatens a world-wide adoption 
of ideals of national self-sufficiency which cut unmistakably athwart 
the lines of economic development. Such a choice would shake the 
whole system of international finance to its foundations ; standards of 
living would be lowered, and the social system, as we know it, could 
hardly survive. ‘These developments, if they occur, will be the 
result not of any inevitable natural law, but of the failure of human 
will and intelligence to devise the necessary guarantees of political 
and economic international order. 


The primary object of any world economic conference 
must be to arrange whatever international steps may be 
possible to get these 30,000,000 men and women back to 
work, making useful things and rendering useful service 
to one another. For the root trouble of the modern 
economic world is not overproduction or underconsumption, 
as is often said, but the fact that, for the various reasons 
given in the preceding section, people are no longer making 
things and rendering services which are exchangeable 
against one another. Thanks to tariffs, embargoes, debts, 
subsidies, and government interference of every kind, they 
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are deliberately being compelled to make too many of 
certain things, and are thus deflected from making new 
things which the world needs, or from creating world 
markets for the old things. Hitherto it has been the free 
play of the market which has adjusted supply and demand 
by the relentless but largely effective process of putting 
out of business those who could not provide goods or 
services as cheaply or as well as their neighbours, and of 
giving profits to those who could find new and better ways 
of meeting human needs at home or abroad, that has been 
the governing factor in supply and demand. Left to its 
own free play, the old system, as we have seen, was astonish- 
ingly successful in raising the standard of living of man- 
kind, and though subject to brief trade cycles of depression, 
in adding continually to the sources of employment through 
the division of labour. If we are to get out of the depression 
that process must in some effective degree be restored. 
Even under a national socialist system the problem of the 
distribution of production among the nations, and of 
arranging for the interchange of their products would still 
have to be solved. 

The immediate problem, therefore, is to remove as 
quickly as possible the worst of the present impediments to 
the adjustment of supply and demand through the free 
play of the market, which spring from the excessive economic 
nationalism of the post-war years, and the quickest way of 
doing this is for the nations to learn to look at the world as 
an economic whole, and not at their own individual case 
only. Once that is done, it will become obvious to all of 
them what the effect of war debts and reparations, high 
tariffs, embargoes and fluctuating exchanges when seen in 
their proper perspective, really is on their own fortunes, 
and a start can then be made on a course of action which 
will enable them to turn the corner of the depression. 
And the Report of the Preparatory Commission to which 
we have already referred suggests a general programme 
and a detailed agenda, summarised below, which the World 
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Conference will have to discuss, if that corner is to be passed. 

It is the urgency of the issues, political and economic, 
that have been discussed in the foregoing pages, which 
gives special significance to the meetings which are to take 
place in Washington. It is significant, partly because it is 
the United States which, more than any other country, 
has it in her power, as it is in her own interest as well as 
in that of the rest of the world, to promote those steps, 
political and economic, which are necessary to get inter- 
national trade going again, and partly because Great Britain 
is the best intermediary between the United States and 
Europe. The only way forward is honestly to face the 
whole problem of world recovery. 


APPENDIX* 


SUMMARY OF THE GENERAL PROGRAMME FOR THE WorLD 
Economic CoNnFERENCE 


The Commission’s programme of reconstruction does not include 
the problem of inter-governmental indebtedness, because this prob- 
lem lies outside its terms of reference; but “until there is such a 
settlement, or the definite prospect of such a settlement, these debts 
will remain an insuperable barrier to economic and financial 
reconstruction.” 

The Commission refers to the close inter-connexion between the 
elements of the problem. “A policy of ‘ nibbling’ will not solve this 
crisis. We believe that the Governments of the world must make 
up their minds to achieve a broad solution by concerted action along 
the whole front.” 

(1) In the field of monetary and credit policy the objective must 
be the restoration of an effective international monetary standard to 
which the countries which have abandoned the gold standard can 
adhere. Each Government must remain free to decide when and 
under what conditions it could accept such a standard after most 
careful preparation and every safeguard against such a restoration 
of the gold standard leading to a fresh breakdown. In this respect 
the Commission considers it would be useful to see whether measures 
can be taken with the co-operation of the central banks on the lines 
of the recommendations in the Report of the Gold Delegation of the 
League to ensure a greater stability of price levels in the future. 


* Taken from The Times, January 20, and Essential News, January 28, 
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(2) The Commission notes that the unprecedented fall of com- 
modity prices has caused a growing disequilibrium between costs 
and prices, has immensely increased the real burden of all debts and 
fixed charges, has made business more and more unprofitable, and 
has resulted in a continuous and disastrous increase of unemploy- 
ment. .. . It considers that one of the measures that should be 
envisaged is a general policy of easy money designed to promote a 
healthy expansion of business. It also thinks that the question 
requires to be considered whether in the case of certain primary 
commodities where large stocks are overhanging the markets a better 
level of prices could not be obtained by the regulation of exports or 
production. Such an arrangement could be of special importance 
in the case of wheat. ‘The Commission adds that any rise in prices 
which might be obtained by such means could naturally in the long 
run only be maintained by a general improvement of trade such as 
would follow from the abolition of present-day restrictions and the 
restoration of financial confidence. 

(3) The abolition of measures of exchange control is, in the Com- 
mission’s opinion, an essential condition of world recovery, but such 
an abolition is only possible if there is a lasting balance in the 
budgetary system, and to secure such stability the Governments 
concerned must make an effort to adapt their budgetary and economic 
systems. In some cases, however, these efforts will not be sufficient 
so long as there is a mass of short-term foreign debts, which may 
at any moment be withdrawn. ‘The Commission also notes that the 
service of long-term foreign debts might entail great difficulties, 
which must be examined with much care. The main objective must 
be to restore the confidence of the foreign lending markets, and this 
depends largely on the future level of prices. 

The Commission considers that if appropriate action is taken on 
these points the markets of the creditor countries may soon be in a 
position to resume lending operations, but, fearing that the return of 
international confidence may be a slow process, it says that Govern- 
ments should consider whether they cannot expedite the restoration 
of free exchanges by methods likely to put into active circulation 
resources at present immobilised, and thereby provide, under proper 
conditions, stabilisation credits for the countries which require such 
assistance, 

(4) The Commission considers that there must be greater freedom 
of international trade, and recalls that one of the most significant 
features of the present crisis is the fall which has taken place in the 
value and physical volume of world trade. To a certain extent this 
fall has been caused, and has certainly been intensified, by the growing 
network of restrictions which have been imposed on trade during 
recent years, Every country seeks to defend its economy by imposing 
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restrictions on imports, which in the end involve a contraction in its 
exports. Such a policy leads to an increasing paralysis of inter- 
national trade. Governments should set themselves to re-establish 
the normal interchange of commodities. 

The Commission says that every effort should be made to secure 
a general agreement for the progressive relaxation, and the complete 
abrogation at the earliest possible date, of the emergency measures— 
prohibitions, quotas—imposed on trade as a result of the crisis. In 
addition, it will be necessary for the Governments to pay attention 
to the question of excessive tariffs and to arrive at agreements 
for the moderation and stabilisation of tariff policies in the future. 

The Commission concludes this part of its Report with the state- 
ment that any action in the direction of a return to freedom of trade 
has an intimate bearing upon the stabilisation of currencies, as it is 
impossible to maintain the international monetary system except 
on the basis of an international economic system. “The great 
creditor nations have a special responsibility in this respect.” 

Conctusion.—In formulating this programme we have been 
dominated by the desire to find effective and enduring remedies for 
the present depression and for the unemployment which weighs so 
heavily on the whole world. We believe that partial remedies in this 
field will not be successful. What is needed is a comprehensive pro- 
gramme of world reconstruction, and this should be carried through 
as rapidly as possible so as to strengthen the forces which are now 
working towards recovery. 

Contents oF THE Seconp Part oF THE Report.—The second 
part of the report consists of “annotations to the agenda.” 
This contains the Committee’s observations on the problems raised 
by the main questions in the agenda. The table of contents of this 
part of the report, which enumerates the problems, runs as follows : 


I. Monerary anv Crepirt Poticy 
1. Conditions under which a restoration of a free international 
gold standard would be possible. 
2. Currency policy to be followed prior to such restoration. 
3. Functioning of the gold standard. 


(a) Relation between political authorities and central banks. 
(4) Monetary reserves : (1) Lowering of cover ratios ; (2) gold 
exchange standard ; (3) other methods of economising gold ; 
(4) distribution of monetary reserves. 
(c) Co-operation of central banks in credit policies. 
4. Silver. 
II. Prices 


1. Disequilibrium between prices and costs. 
2. Measures for restoring equilibrium. 
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III. Resumption oF THE Movement oF CaPirTAaL 


1. Abolition of foreign exchange restrictions. 


2. Existing indebtedness: (1) Foreign short-term debts; (2) 
foreign long-term debts. 
3. Movements of capital. 


IV. Restrictions oN INTERNATIONAL TRADE 
1. Economic causes and effects. 
2. Exchange control clearing agreements, etc. 
3. Indirect Protectionism. 
4. Possibility of abolition restrictions. 


V. Tarirr anp Treaty Poricy 
A 1. Cessation of tariff increases. 
2. Reduction of tariffs. 
3. Special aspects of the tariff problem. 
4. Method of procedure. 
B. Most-favoured-nation clause. 
(a) Permanent exceptions. 
() Temporary exceptions. 


VI, OrcanisaTION OF PropUCTION AND TRADE 
1. Economic agreements. 
z. Wheat. 
3. Other products. 
4. Transport. 





THE VICTORY OF MR. DE VALERA 


I. Cumutative Dirricutties 


N January 2 the Governor-General of the Irish Free 

State, acting on the advice of the Executive Council, 
dissolved the Dail. This decision, although sudden and 
unexpected, was in reality the almost inevitable result of 
the preceding events. The White Paper, published at the 
end of October, which contained the papers relating to the 
October conference between the British and Free State 
Governments, only emphasised, what was already apparent, 
that Mr. de Valera’s Government refused to accept the 
Financial Agreements of 1923 and 1926, made by their 
predecessors, as binding, on the ground that they had not 
been specifically ratified by the Dail, although they were 
not expressly stated to be subject to such ratification. 
They also traversed the assertion of the British representa- 
tives that the Land Purchase annuities were debts due 
by the tenants to the Land Purchase Fund held by the 
British National Debt Commissioners, and maintained 
that the liability of the Irish tenant purchaser was a 
liability to the State which was completely discharged 
when he paid his annuity to the Irish Land Commission. 
But this did not prevent them from accepting the Financial 
Agreement of 1925, which was undoubtedly ratified, and 
which absolved the Free State from any liability for the 
National Debt, although this agreement was, of course, 
based on the assumption that land annuities, local loans, 


and police pensions would continue to be paid into the 
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British funds as heretofore. Had this not been the obvious 
basis of the arrangement the British Parliament would, of 
course, never have ratified that agreement. The fantastic 
claims of the Irish Government, based on alleged over- 
taxation going back to the Act of Union, proved that Mr. 
de Valera was bent on reopening every possible subject of 
controversy between the two countries, and that he wanted 
to eat his cake and have it. The differences disclosed by 
the White Paper were indeed so fundamental that it is 
difficult to understand how any agreement could have been 
contemplated by the negotiators. 

The complete failure of the negotiations, the increase 
of the British duties on our agricultural produce under the 
Special Duties Act, and the further British duties that 
came into force under the Import Duties Act on Novem- 
ber 15, 1932, created a situation that could only end 
in the complete paralysis of our economic life.* The 
Free State Government announced on November 1 that 
they had decided to make arrangements to pay, out of the 
special emergency fund of {2,000,000 voted by the Dail, 
to exporters of certain manufactured goods the amount 
of the duty paid by them on such goods entering the 
United Kingdom. This decision, which was described 
as temporary, coupled with the bounties already being 
paid on agricultural exports to Great Britain, meant of 
course that the unfortunate Free State taxpayer was, 
in effect, paying the British duties. The deadlock between 
the two Governments was now complete, and, speaking 
at the Ard Fheis, or annual convention, of the Fianna 
Fail party in Dublin on November 7, Mr. de Valera 
declared that so far as his Government was concerned 
the land annuities would never be paid. But he also pro- 
claimed that they stood for free speech and democratic 
rights, and were not going to permit any section of the 
people to take upon themselves duties that interfered with 
the functions of the Government. Anyone found in 

* See Tur Rounp Taste, No. 89, December, 1932, p. 140. 
287 





The Victory of Mr. de Valera 


possession of arms would be proceeded against with the 
full rigour of the law. 

On November 15 the combined effect of the British 
Special Duties and Import Duties Acts imposed on all 
agricultural produce entering Great Britain from the 
Free State duties of 40 per cent. ad valorem, except in the 
case of bacon and pork, on which the duties were 30 per 
cent. To meet the losses arising from these duties the 
Free State Government announced temporary export 
bounties on eggs and dead poultry. Up to December 3 
the revenue received on these imports into the United 
Kingdom from the Free State amounted to £1,238,000, 
but the British Parliament had to vote a supplementary 
estimate of {3,410,955 in substitution of payments due 
from the Government of the Free State. The Free State 
trade returns for the four months August to November, 
during which a condition of “ economic war ” has existed 
between the Free State and the United Kingdom, complete 
the story. As compared with the same period in 1931 
our imports have decreased by £4,900,958 and our exports 
by £5,863,252. In short, for every {100 of goods we 
purchased in that period during 1931 we purchased {71 
in 1932, and for every {100 of goods we sold in that 
period during 1931 we sold £59 in 1932. Our exports 
have therefore fallen much more rapidly than our imports. 
If the same rates of decrease continue for a full year our 
adverse trade balance will be increased by, approximately, 
£7,000,000. In other words, after giving full credit for 
the {5,000,000 which is being withheld from the British 
Treasury, we should have still lost on balance £2,000,000. 
No wonder Mr. Lemass, the Minister for Industry and 
Commerce, stated in the Dail last November that it might 
be necessary, no matter what losses might be involved, to 
export cattle, pigs, bacon, butter, or something else, 
as the Russians were doing, not because they could 
get an economic price but because something must 
be exported to pay for the purchase of machinery 
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and other goods which could not be produced in the 
Free State. At the same time he announced a fresh list 
of 26 tariffs of 50 per cent., with a one-third imperial 
preference, on various articles made of wood. It is 
notorious that the bounties being paid on cattle exported 
to the United Kingdom pass into the pockets of the 
cattle dealers and never reach the unfortunate farmers. 
The situation had now become so serious that it fully 
justified the motion of censure moved by Mr. Cosgrave, 
the Leader of the Opposition, in the Dail on November 15, 
in which Mr. de Valera’s Government was condemned 
for their continued failure satisfactorily to adjust their 
differences with the British Government, and for pursuing 
a policy which has caused grievous injury to the agricultural 
industry, serious damage to the export trade of the country, 
heavy losses to the community, and gravely increased 
unemployment. No Government, he said, ever had such 
opportunities as that of Mr. de Valera. None had ever 
made such a hash of their chances by their neglect of the 
ordinary canons of international decency and their 
obstinate insistence on unilateral interference with the 
Treaty. By breaking the pledged word of the Irish 
people they had brought discredit on the honour and 
reputation of the State, and made it impossible for advan- 
tage to be taken of the unique and timely opportunities 
of the Ottawa Conference. They had precipitated a 
dispute with Great Britain fraught with disastrous con- 
sequences to all sections of the people. By their blundering 
incompetence in the handling of that dispute they had 
not only involved the country in a terrible economic war 
of attrition with a rich and powerful nation but had pre- 
cluded themselves from making an honourable settlement. 
It was a wholly unnecessary and wretched struggle which, 
in order to mislead the people, they dignified with the 
name of a war, while they were without a staff, without a 
plan, and without an adequate supply of war material. 
The Free State was facing political and economic disaster, 
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and it was the duty of every member of the Dail, unless 
he was utterly oblivious of the people’s sufferings, to 
insist that such a tragic state of affairs should be ended, 
and that the country should be saved from irreparable 
damage and disaster. 

Mr. de Valera, replying, said that arbitration before 
an Empire tribunal had not been accepted as a 
matter of principle at the Imperial Conference, and 
the British had no right to insist on its being so 
treated now. As regards the negotiations, the Free State 
Government had done nothing to make them impossible, 
but the whole aim of the British seemed to be to squeeze 
Ireland into giving up the Government the people chose, 
and putting in one which would be more accommodating. 
He asked why the Cosgrave Government had never 
opened up the annuities question with England. To this 
query Mr. Cosgrave answered, in closing the debate, 
that his Government did not approach England on the 
annuities question because England was then facing an 
economic crisis, and the Free State was relatively in a 
stronger financial position. With the fall in live stock 
prices the situation had changed entirely, and if the 
Government approached England on the basis of being 
unable to pay they would be met sympathetically. On 
being put to a division, the motion was lost by 70 votes to 
75, Labour voting with the Government. This was the 
lowest point to which Mr. de Valera’s majority had fallen, 
and showed a complete union of all the other parties, 
except Labour, against his policy. 

On the following day, November 16, Mr. Cosgrave moved 
that the collection of the land annuities should be suspended 
during the operation of the British tariffs, on the ground 
that these tariffs imposed on the farmers a burden at least 
equivalent to the annuities. During the debate Mr. 
de Valera announced that the Government had decided to 
give the annuitants some relief. Where desired, the current 
year’s arrears would be funded at 44 per cent. over a period 
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not less than that over which the annuities as a whole were 
due to run, with the result that the farmer who was unable 
to meet his liabilities would be freed from pressure. He 
also promised early legislation which would give a permanent 
remission of a substantial portion of the existing annuities. 
No doubt he would have preferred to promise complete 
remission, but this is impossible, because more than a third 
of the Irish agricultural land has been purchased under the 
Land Acts passed by the Irish legislature since the Treaty, 
and the interest on the Land Bonds issued in payment of 
the purchase money, although guaranteed in part by the 
British Treasury, is a direct charge on Irish revenue, which 
even Mr. de Valera could not repudiate without completely 
destroying our credit. Neither could he treat the farmers 
who have purchased since the Treaty differently from 
those who had purchased before ; so he would be forced to 
spread any relief obtained from retaining the annuities due 
to the Land Purchase Fund over the entire land purchase 
operation. 

The appointment of the new Governor-General, which 
was announced on November 25, was an excellent example 
of political tight-rope walking. Amongst the many notables 
and nonentities suggested by rumour for the appointment, 
the name of Mr. Donal Buckley, an elderly country shop- 
keeper, was never mentioned. But it is clear that in making 
this appointment Mr. de Valera was seeking to placate the 
extremist element, for Mr. Buckley led his local commando 
from his native town, Maynooth, to take part in the 
rebellion of 1916, and is a strong supporter of the Irish 
language movement. He also sat in the Dail as a practically 
silent member of the Fianna Fail party until the 1932 
election. In short, he fulfils all Mr. de Valera’s require- 
ments and reduces the position of Governor-General to 
that of a Gaelic rubber stamp for affixing to Acts of the 
Oireachtas. He has been installed in an unpretentious 
suburban villa with Irish-speaking civic guards in 
attendance; the Viceregal Lodge is closed, and it is 
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understood that he will only draw a small part of the 
statutory salary. 

But all these manceuvres failed to soften the Republican 
heart, and their paper 4n Poblacht declared that, to disguise 
the office and its functions by calling the King’s deputy a 
“ Seanascal” and by associating the Irish language with 
his functions, was only adding insult to injury. The fact 
that a veteran of three wars for an Irish republic, an 
Irishman and an Irish speaker, now deputises for the 
British King was not an alleviation, but an aggravation of 
the national shame. It is interesting to note that Mr. 
de Valera, who would not attend any social function with 
Mr. McNeill for fear of compromising his principles, openly 
consorted on such occasions with Mr. Buckley. The 
relations between Mr. de Valera and the extremists were 
indeed becoming much more difficult. They denounced 
his leadership as cowardly, and complained that he per- 
mitted the forces of the State to be used to guarantee 
freedom of speech to traitors to spread defeatist and pro- 
British propaganda. He so far yielded to their demands 
as to send on compulsory leave Colonel David Neligan, the 
chief of the detective force, whose activities were displeasing 
tothem. The “ Boycott British ” League, which is another 
disguise for the I.R.A., had meantime embarked on an active 
campaign against British beer, and raids were made on the 
premises of Messrs. Bass and Co. in Dublin and Cork, where 
some beer was destroyed. Subsequently lorries of Bass’s 
ale were, at the request of the publicans’ association, escorted 
through the streets of Dublin by members of the Army 
Comrades Association* and no further molestation occurred. 
Although this attack on British goods was ostensibly 
condemned by Mr. McEntee, the Minister for Finance, 
speaking in the Dail, he was careful to add that traders must 
bear in mind the consequences of flouting public opinion, 
and the Minister for Justice refused to receive a deputation 
of publicans, who sought protection from intimidation. 


* See Tut Rounp Taste, No. 89, December, 1932, p. 125. 
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But this does not end the tale of Mr. de Valera’s troubles. 
The tariff situation had now become so complicated that 
virtually no one but the responsible officials knew from day 
to day what articles were liable to duty. For instance, the 
tariff imposed on the chassis parts of motor-cars, which 
was designed to compel car manufacturers to manufacture 
these parts in the Free State, proved a complete failure 
and has had to be abandoned. Its only effect was almost 
to end the importation of motor-cars. As the duty of 
50 per cent. on complete bodies is still in force not much 
improvement is likely in this business. So confused had 
the tariff situation become that the Government had to 
reappoint the advisory Tariff Commission, which they had 
discontinued on taking office. 

Speaking in the Senate during December, Mr. Lemass, 
the Minister for Industry and Commerce, said that 
the only justification for the continuance of the 
association with the British Commonwealth was that 
substantial benefits were conferred upon the people 
of the Free State, and if, as at present, no such benefits 
were experienced, then the necessity for the maintenance 
of the association was removed. They had not decided 
to take action to remove it. That was not a matter for 
decision by the Government or the Dail or the Senate. 
It depended upon the people. He was sure that the 
people, if they could not see in the future a prospect of 
substantial economic advantages from the association, 
would decide that the sooner they terminated it the better. 
By surrendering all their rights they could get an ameliora- 
tion of their position, but they did not propose to do that. 
On which statement it may be permitted to comment that 
it is only the action of Mr. de Valera’s Government that 
has deprived us of the substantial economic advantages we 
enjoyed and could have increased in the British markets. 

Whilst all these difficulties were accumulating Mr. de 
Valera’s relations with the Labour party became gradually 
more strained. In November the Free State railway 
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workers revolted against the majority decision of the 
Railway Wages Board which reduced their wages by Io per 
cent., and a general strike was only averted by the Govern- 
ment undertaking to pay the amount of the cut until 
April 30, 1933, and to introduce immediate legislation to 
deal drastically with the transport situation. Owing to the 
tariff war the railway companies—already in a serious 
condition*—were within sight of complete financial col- 
lapse. ‘The proposed reduction would still leave the men’s 
wages 131 per cent. over pre-war rates, although the cost 
of living increase at the present time is only 53 per cent. 
Labour costs form 70 per cent. of the total railway expendi- 
ture. At the end of December a more serious situation 
arose owing to the Government’s decision to enforce the 
reduction of one-thirteenth in the cost of living bonus of 
all civil servants at the beginning of the new year. This 
reduction would naturally affect most the lower paid grades 
of the Civil Service, such as the Post Office Workers Union, 
to which Mr. Norton, the Labour leader, belongs, and it 
soon became obvious that, whatever might be his personal 
inclination, the pressure from the rank and file of the civil 
servants would make it impossible for him to prevent an 
open breach with the Government. On December 30 the 
Government decided, under Labour duress, to enforce only 
half of the proposed reduction in the case of the lower 
grades of the Civil Service, but this concession was appar- 
ently fruitless, as the Labour leaders announced that they 
would now seriously consider whether they could continue 
to give parliamentary support to the Government. 

Almost at the same time events occurred which clearly 
indicated that a movement was taking shape to unite the 
Cumann na nGaedheal party with Mr. MacDermot’s 
Farmers League and other independent forces into a new 
constructive national party having for its immediate aim 
the re-establishment of friendly relations with England on 
a just basis. First suggested in a letter to the Irish press 

* See Tue Rounp Taste, No. 86, March, 1932, p. 382. 
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from an Independent member of the Senate, Senator 
Arthur Vincent—who recently was associated with his 
father-in-law, Mr. Bourn of San Francisco, in the gift to 
the nation of the beautiful Muckross estate at Killarney— 
which appeared on December 28, it was further developed 
on December 29 at a private meeting in Dublin of represen- 
tative professional men summoned by the Lord Mayor, 
which passed a resolution calling on all believers in peace 
by direct negotiation to combine their immediate political 
efforts in one great national movement which would end 
the disastrous economic war, ensure the complete mainten- 
ance of the Treaty, subject to its alteration or development 
by proper methods, and conclude trade agreements with 
Great Britain which would secure and improve the position 
of our farmers in the British markets and make possible the 
fullest industrial development in the Free State. These 
events constituted portents which Mr. de Valera could no 
longer ignore. 


II. Tue Surprise Exvection 


a the surprise of his opponents at an inconvenient 
moment was Mr. de Valera’s aim, then he was wise to 
force the dissolution of the Dail on January 2. The 
movement for the consolidation of the forces opposed to 
him was barely launched: his principal supporters, the 
labourers and small farmers, had not yet experienced the 
full brunt of his policy ; the Labour party were afraid to 
face the chance of political extinction; and the taxpayer 
had not yet felt the shock of the next budget. Moreover, 
he was faced with four by-elections early in February, 
some of which he would most probably lose. But it may 
be surmised from his own statements that the really 
decisive factor was his increasing irritation at the precarious 
political situation in which he found himself. Pressed by 
Labour on the left, sniped at by the I.R.A. in the rear, 
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and harried by the more conservative element amongst his 
own followers on the right, his position had become 
intolerable to a man of his autocratic mentality. The 
decision, at all events, was entirely personal, for neither 
his Labour allies nor the rank and file of his own party 
had any idea that an election was imminent. Only some 
members of the Executive Council were consulted, and it 
is probable that growing differences in that body hastened 
his decision. In a statement to the press made at the 
same time as the announcement of the dissolution, he 
denied that the friction with Labour over the Civil Service 
bonus was responsible, and indicated that it was due to 
the precarious position of his Government, which pre- 
vented the British Government from coming to a settle- 
ment and deterred Irish industrialists from availing 
themselves of the advantages that his policy of unlimited 
protection afforded them. The national attitude of 
Labour had, he said, been satisfactory, and they hoped to 
co-operate in future. 

Mr. de Valera’s programme, as revealed in his opening 
campaign speech at Dublin on January 5, was principally 
remarkable for its omissions. It contained no mention 
whatever of any intention to declare a republic, but it 
reiterated his already familiar policy of high protection 
coupled with greatly increased tillage, internal political 
peace based on the abolition of the oath of allegiance, and 
the permanent retention of the land annuities as well as 
their reduction by one half. ‘The general election was 
being held, he said, in order to secure a feeling of certainty, 
because his programme required a strong government to 
carry it out. In conclusion he appealed strongly for 
public order and freedom of speech during the election. 
Towards the end of the election campaign he issued a 
manifesto in which he promised, if returned to power, to 
abolish the Senate, as it at present exists, and to reduce 
the number of members in the Dail. This manifesto 
contained no reference whatever to a republic, but stated 
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that he desired the friendliest relations with Great Britain, 
and would continue to strive to get British statesmen to 
realise that lasting peace between the two peoples could 
only be secured on one basis, namely, that the people of 
Ireland should be at liberty to determine for themselves 
what their governmental institutions were to be and the 
extent of their co-operation with Great Britain on matters 
of agreed common concern. 

The promise to remit half the land annuities was of 
course a bid for the farmer’s vote. Mr. Cosgrave, however, 
promptly went one better, for he promised that if returned 
to power he would end the economic war with England in 
three days, secure for the Free State its proper place in 
the English markets, reduce the land annuities by one half 
and entirely suspend payment of the annuities for two 
years. A cynical humorist pointed out that the only 
further inducement possible would be an offer to pay 
annuities to the farmers. Mr. Cosgrave also agreed to 
make no drastic changes in the existing tariffs without 
proper investigation, and to disturb no legitimate vested 
interest. He also promised to reduce taxation and to put 
the railways on a sound footing. He intended, he said, 
to provide markets instead of bounties, work instead of 
doles, fair play instead of writs for the farmers, courage 
and hope instead of suffering and sacrifice. 

Mr. Frank MacDermot, the leader of the new National 
Centre party, which represents the large farmers and 
stands for a prompt and satisfactory settlement with 
England, and refuses to identify itself with the acrimonious 
performances of the two big parties, announced, in reply 
to the demand for a national coalition against Mr. de Valera, 
that he did not think that the sacrifice of his party’s identity 
and independence would be a good thing for the country, 
and, on the other hand, undue egotism would be out of 
place in such a crisis. The Government, he said, were 
seeking a snap election to get returned to power before 
they had been fully found out. Their excuse was quite 
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ridiculous, as a favourable settlement of the economic 
difficulties with England would be easy at any time if they 
would recognise the country’s honourable agreements, 
and was impossible otherwise. Mr. James Dillon, a son 
of the late Nationalist leader, and an Independent member 
of the Dail, joined Mr. MacDermot, and brought to the 
new party not only considerable ability but, what in Ireland 
is more important, an historic name. Unfortunately Mr. 
Cosgrave and Mr. MacDermot were unable to arrive at a 
modus vivendt before the election, although an arrangement 
was made in a few constituencies as regards some minor 
points of electoral strategy. 

The extreme Republicans were divided in their attitude. 
Miss MacSwiney’s Sinn Fein party, which may be des- 
cribed as the Old Guard of the movement, proved the 
more intractable, and refused to compromise their integrity 
by taking any part in an election to “ the British Dominion 
Assembly of Southern Ireland,” whilst the Irish Republican 
Army, the younger and military wing, after a careful 
examination of conscience at a specially summoned con- 
vention, decided that Mr. de Valera was the lesser of two 
evils, released their followers from the restriction 
that prevented them from taking part in elections to the 
Dail, and recommended them to work and vote against the 
Cosgrave candidates and “their so-called independent 
allies.” They were careful, however, to emphasise their 
dissatisfaction with Mr. de Valera’s Government, and 
accused it of weakness, inability or unwillingness to achieve 
republican aims, and of claiming for itself a legitimacy 
it denied the Cosgrave Government. They demanded 
the scrapping of the Treaty, the abolition of partition, 
and complete severance from the British Empire, stating 
that they were only supporting Fianna Fail because it was a 
way of driving out of public life a party which had sold itself 
to the British Empire and would, if returned to power, lead 
to civil war. Finally, they called on the people to see that 
the youth of the country were left free to arm and drill. 
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Mr. de Valera’s reactions to these overtures were not 
satisfactory from the Republican point of view. He stated 
early in the election that he had no intention of seeking a 
republic for the Free State area, and that his aim was a 
republic for all Ireland—an ambition which anyone outside 
a lunatic asylum must realise postpones the establishment 
of an Irish republic under present conditions in Ireland to 
Tibb’s Eve. Whether this statement reflects the honest 
policy of an impossible idealist or the device of an astute 
politician to side-track the issue, it definitely removes an 
Irish republic from the sphere of practical politics. He was 
also careful to state that if he were returned to power no 
section of the community would be allowed to arm, and 
that all arms would be completely at the disposal of the 
majority of the freely elected representatives of the 
people. Needless to state, the I.R.A. at once chal- 
lenged his right to make such a statement. It may indeed 
be surmised that in some respects the support of the 
I.R.A. was a considerable embarrassment to Mr. de Valera, 
for the serious disorder which took place at a public meeting 
of Mr. Cosgrave’s supporters in Dublin on January 8 was 
obviously organised by them and injured Fianna Fail. 
Mr. de Valera’s newspaper protested vehemently against 
this organised rowdyism, and his Government took every 
precaution to prevent its recurrence. No serious dis- 
turbance took place during the rest of the election. There 
is little doubt, however, that if the Army Comrades 
Association had not been organised to meet this threat, 
free speech and a free election would have been alike 
impossible. Both are now definitely established. 

The position of the parties at the dissolution was as 
follows :—Government group: Fianna Fail, 70; Labour, 
7; total, 77. Opposition parties: Cumann na nGaedheal, 
543 Independents, 11; Farmers, 4; Independent Labour, 
2; total, 71. These, with the four vacant seats and the 
Speaker, Mr. F. Fahy (a Fianna Fail deputy), made up the 
full Dail of 153. ‘The nominations for the new Dail on 
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January 12 were as follows: Government: Fianna Fail, 
102; Labour, 19; total, 121. Opposition: Cumann na 
nGaedheal, 85 ; National Centre party, 26 ; Independents, 
10; Independent Labour, 3; total, 125. Apart from Mr. 
Cosgrave’s promise to remit the land annuities for two 
years, the election produced no new or striking declaration 
of policy. Even Mr. Cosgrave’s promise had been previously 
indicated by his motion in the Dail to suspend payment 
of the annuities during the economic war with Great 
Britain. Numerous attempts were made by Mr. de Valera 
and his followers to embroil Mr. Thomas in the election, 
but, fortunately, except for one rather unnecessary refer- 
ence by him to allegations concerning the Ottawa con- 
versations, these efforts to draw the red herring of English 
interference over their own blunders completely failed. 
Early in the election some excitement was caused in the 
south by the defection from Mr. de Valera’s party of Mr. 
W. Kent, who had been already selected as their candidate 
for the by-election then pending in East Cork. Mr. Kent, 
three of whose brothers were killed during the Anglo-Irish 
hostilities, was a Republican of undoubted standing, and in 
joining the new National Centre party he declared he could 
no longer be responsible for the ruin of the country by 
Mr. de Valera’s policy. 

As the struggle progressed it became obvious that Mr. de 
Valera’s party realised that the cry of “ perfidious Albion ” 
was not sufficient to win the election, and they appealed more 
directly to the pockets of the manufacturers, labourers 
and small farmers, by promising increased tariffs, more 
relief schemes, and increased bounties. His paper* openly 
boasted that they were the only party which had considered 
the poor. Very little was heard of the oath of allegiance 
and the republic, which had given place to questions of 
bread and butter. Some Fianna Fail manufacturers who 
had profited by the increased tariffs let it be known that 
their factories would be closed if Mr. Cosgrave was victori- 

* The Irish Press. 
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ous. All the forces of economic discontent and extreme 
nationalism were directed to turn the election into a class 
war. In the end it became clear that the issue for decision 
was, in short, whether the irresponsible or responsible 
elements should control the economic life and policy of the 
Free State. On the one question that really mattered, 
namely, how and when he proposed to end the struggle with 
England, Mr. de Valera, save for the one vague reference 
in his final manifesto already noted, preserved a careful 
and complete silence. 

The election revealed no change in political technique. 
Both leaders made whirlwind tours of the country by motor- 
car, speaking in practically every constituency. There was 
the usual spate of electoral oratory, with full-page and some- 
what hysterical advertisements in the daily papers. Having 
regard to the serious issues at stake, it is a matter for 
national congratulation that the election passed off without 
serious disturbance. Both the Government and the Opposi- 
tion parties did their share in bringing about this most 
desirable state of affairs. 


III. Tue Resutt oF THe Exection 


HE result of the election fully justified Mr. de 

Valera’s Napoleonic political strategy. Having sur- 
prised his opponents, he then defeated them before they 
could consolidate their forces. The final figures were as 
follows :—Government group: Fianna Fail, 77; Labour, 
8: total, 85. Opposition group: Cumann na nGaedheal, 
48; Centre party, 11; Independents, 9: total, 68. These 
figures give Mr. de Valera a bare majority (counting the 
Speaker) of one over all other parties, but with Labour 
a majority of 17. He is therefore for all practical purposes 
still dependent on Labour, as before the election, save in 
so far as he can claim to have increased the numbers of his 
own party. On the whole it is to be regretted that he is not 
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entirely independent of Labour, which will naturally con- 
tinue to demand class legislation as the price of its support. 
But for the operation of proportional representation, which 
preserves a proportionate representation for minorities, 
there can be no doubt that Mr. de Valera would have secured 
a far more decisive victory. ‘The polling day passed off 
quietly, and, save for some small disturbances in a few 
remote rural districts, was without incident. The poll 
itself was the most exhaustive which has taken place since 
the Free State was established. There is little doubt 
that extensive personation was practised in many parts of 
the country. 

The reasons for Mr. Cosgrave’s defeat are obvious. 
His political organisation was far inferior to that of his 
opponents. The Fianna Fail party had a network of effective 
branches all over the country. Whilst the Cosgrave Govern- 
ment was in office they neglected their political machinery, 
and have not had time to recondition it properly since 
they went into opposition. Mr. de Valera had the immense 
advantage of being able to represent himself as the innocent 
victim of English aggression. His battle-cry was the old 
and popular one: “Are you for or against Ireland?” 
The full effect of his economic policy is not yet apparent 
to the great majority of the people, but they have benefited 
by increased old age pensions, free milk for children, 
cleverly distributed grants for unemployment, and cheaper 
food, owing to the embargo on agricultural exports. He 
definitely appealed to the masses as against the classes. 
This is the first Free State election which was mainly 
decided on such issues. He also made good use of the fact 
(which he disclosed during the election) that Mr. Cosgrave 
was refused a moratorium by the British Government in 
1931 in respect of a payment of £250,000, an instalment of 
the annual payments due under the financial settlement of 
1925. ‘The new Centre party, by dividing the farmer’s 
vote, injured Mr. Cosgrave’s party more than that of Mr. de 
Valera, and must definitely weaken his position in the new 
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Dail. Mr. Cosgrave has also lost two of his principal 
lieutenants, Mr. Blythe, his former Minister for Finance, 
and Professor Hayes, the former Speaker of the Dail. 
The Labour party disappointed all the political prophets 
by gaining a seat on balance, and this result is also due to 
proportional representation. 

As for the future, most of Mr. de Valera’s difficulties still 
exist. He can now abolish the oath of allegiance within sixty 
days, in spite of the Senate. But there remains the question 
of his relations with Labour and the I.R.A., the railway 
crisis, and the vital necessity for arriving at a settlement 
with Great Britain. There are no indications of an easy or 
prompt solution of any of these problems. In an announce- 
ment made after the election he stated that the national 
policy had now been definitely determined, and he appealed 
to all citizens of good will to co-operate in restoring the 
country to its former greatness and making it a happy 
and worthy home for all its people. It remains to be seen 
how these high-sounding platitudes will be applied in 
practice. 

The reactions of the other parties to the result of the 
election were what might be expected. Mr. Cosgrave’s 
party, which must be seriously disappointed at the inac- 
curacy of their over-confident forecasts, stated that the 
immediate task of their organisation was to prepare with all 
diligence for the next contest so as to ensure that then it 
would be possible to put the country once more on the path 
of sure and steady progress. ‘The last month was for the 
politicians ; the future was for statesmanship. The policy 
of the main Opposition in the new Dail would be, they 
claimed, progress on a sound economic basis of construction 
and courage in shaping the country’s political destiny. 
The Lord Mayor of Dublin, Alderman Alfred Byrne, T.D., 
is understood to be still pursuing his plans for the creation 
of a National Centre party, to combine all the Opposition 
parties against Mr. de Valera, but the published state- 
ments of Mr, Frank MacDermot, the leader of the new 
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Centre party, do not indicate much inclination to travel 
in that direction. The Labour party will, apparently, 
maintain their previous position as independent sup- 
porters of Mr. de Valera. In an official statement they . 
announce that they will give full support to measures which 
are in accordance with the national and economic policy as 
laid down in their programme, and on all matters the 
party’s aim will be to ensure that the legislative enactments 
passed by the Oireachtas shall be progressive and beneficial 
in character. On the question of the dispute with Great 
Britain they declare that their policy is already well known, 
and will be pursued. They conclude by stating that the 
Labour party neither desires, nor will seek, a coalition with 
any other party. 

The I.R.A., intoxicated with victory, which they 
naturally ascribe to their activities, demand the removal of 
General Eoin O’Duffy, the Chief Commissioner of the 
Civic Guard, on the grounds that the force under his control 
was guilty of provocative conduct during the election ; in 
other words, that they insisted on maintaining the right to 
free speech, and dealt effectively with organised intimidation. 
In so acting General O’Duffy and his men were carrying out 
the definite orders of the Government, which Mr. de Valera 
cannot, and indeed will not,repudiate. The Adjutant-General 
of the I.R.A., in an anonymous manifesto, declares that 
the urgent and essential duty is to deprive the pro-British 
sections of their privilege and power by cutting away from 
them their resources. ‘That power had as its basis land- 
lordism and domination over the commerical and industrial 
life of the people. He complains that neither the destruc- 
tion of these imperialist interests, nor the achievement of 
national independence, was made the issue by any party 
in the election. Their aim would not be realised until the 
system which had arisen out of the conquest, and exists in 
alliance with British Imperialism, was destroyed at its 
roots, and until those who defend it are decisively routed. 

Mr. de Valera’s speech at Ennis on February § indicates 
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that he at least has a better comprehension of the problems 
before us. He asked for forbearance from capital and 
labour, and for co-operation from all sections. He appealed 
to former Unionists, in the words of Wolfe Tone, to abolish 
the memories of old dissensions. If they loved their 
country, its interests should come first with them, and they 
should help in the forward march. It is impossible to 
understand Mr. de Valera, unless one remembers that he 
believes himself to be a man with a definite mission. He 
seeks self-determination for Ireland as a whole. If Ireland 
thus freely decides to remain within the British Common- 
wealth, then he would apparently accept that verdict. But 
it must bea free verdict. The Treaty of 1921, which, in his 
opinion was imposed by force, must be definitely cancelled. 
He considers that the Irish people, by reason of their belief 
in intellectual and spiritual rather than in material values, 
are specially fitted for the vital task of helping to save 
Western civilisation. Ireland, in his view, must recall men 
to forgotten truths and place before them the ideals of 
justice, of order, of freedom rightly used, and of Christian 
brotherhood. Ireland to-day has, he claims, no dearer 
hope than humbly to serve the truth, and to help by truth 
to serve the world. The result of the election does not, as 
he sees it, indicate hostility to Great Britain, but simply a 
desire for independence. His economic aims, if vague in 
detail, are clear in outline. He wants to ruralise and 
decentralise industry. He has no use for mass production. 
He envisages a frugal Christian Ireland where no man is 
rich and no man is hungry. He belongs to that category 
of mankind with whom one cannot argue but must only 
agree. He is not in the least like the ordinary politician, 
who proceeds by negotiation to compromise. 

Is there, one may ask, any key to sucha door? To which 
one must answer : only by abolition of partition can it be 
opened. The unity of Ireland is an ideal for which Mr. 
de Valera would undoubtedly sacrifice much. But it must 
be unity from within, unity based on the free choice of the 
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whole, Irish people. It need not sacrifice the domestic 
freedom of Northern Ireland if it concede the essential 
unity of all Ireland. Such a solution would not only give 
us a united Ireland, but also a British Commonwealth, 
united in a common policy of national development and 
international peace. Have the leaders of Northern Ireland 
sufficient imagination and courage to face and decide this 
momentous issue, so pregnant with national fate, or are the 
differences in mentality, religion and political outlook— 
which now, unfortunately, divide us from our Northern 
fellow-countrymen—impossible to surmount ? 


The Irish Free State. 
February, 1933. 





JAPAN AND THE LEAGUE * 


I. Tue Reaction To THE Lytron Report 


OR some time before September 30 last, when the 
Lytton Report was officially communicated to the 
Japanese Government, it was easy enough to predict the 
way in which it would be received in Japan. This was not 
because its contents were known or conjectured—though 
it seems that there was some leakage—but because the 
Government had already taken steps to “ discount ” the 
findings of the League of Nations Commission of Enquiry, 
first by recognising Manchukuo, and next by mobilising 
public opinion in advance against the Report. The mot 
d@’ ordre was that, unless the Report was favourable to Japan, 
it was a bad report and should be treated as of no importance. 
On October 1, the War Ministry issued a statement to 
the effect that they would study the historical section of the 
Report with care, and point out vigorously any mistakes 
they found. As for the Commission’s views on the settle- 
ment of the Manchurian problem, these need not be 
regarded as of any significance. General Araki, the War 
Minister, had already publicly announced that, if the League 
of Nations found itself unable to take the Japanese point 
of view, Japan was quite ready to leave the League. The 
General, whose utterances are not without an attractive 
simplicity, had some days before stated to an interviewer 
that Japan had no wish to ruin the League by seceding, 
but, if it refused to take the Japanese point of view, 
then Japan could co-operate with it no longer. The 
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Ministry of Foreign Affairs were rather more discreet, but, 
allowing for correct professional r<ztraint in language, they 
said very much the same thing. 

lt was not surprising, therefore, that when the Report 
was published, it should meet with a chorus of disapproval. 
There were no dissentient voices, or if there were, they 
were only inaudible murmurs. The Ministry of Foreign 
Affairs were reported to have described the document as 
“ prejudiced” and “improper.” Admiral Okada, the 
Minister of Marine, said it was “ worthless.” General 
Araki, true to form, vehemently denounced it as a “ mere 
book of travels” which anyone could have written after 
a week’s journey in Manchuria. If the League thought 
that the adoption of the Report could lead to an amicable 
settlement, the League was vastly mistaken. The League 
had shown itself incapable of solving European problems. 
How then could it be expected to settle those of the Far 
East ? 

With such a lead, it was to be expected that denunciation 
of the Report in Japan would be both widespread and in- 
tense. And so it was. Distinguished generals expressed 
deep indignation. The Ex-Soldiers’ Associations com- 
menced activities which were “ to stir up public opinion at 
this momentous juncture.” They held meetings throughout 
the country and passed resolutions of which the following 
may be regarded as typical. 


Should the League of Nations and the Powers blindly believe in 
the Lytton Report, which is based on biassed views and fallacies... . 
justice will be trampled under foot, and world peace disturbed. On 
the eve of the League Council’s meeting, which is fraught with 
dangerous possibilities, we have come together in the process of 
spiritual mobilisation, and hereby declare to the world that we have 
completed the preparations for putting down iniquity and vindicating 
justice. 


Less dithyrambic, but equally vigorous, protests came 
from other bodies, such as chambers of commerce, a group 
of university professors, and numerous patriotic societies, 
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some of which were newly formed for the purpose. The 
newspapers gave prominence to the Report, to its faults, to 
the incompetence of the League, for several days, and 
nationalist feeling seemed for a time to run very high. It 
was, perhaps, no more than a coincidence that at this 
period there was an outbreak of spy mania. The most 
innocent movements of foreigners were in several places 
watched or hampered by the police or by self-appointed 
detectives, thus giving rise to “ incidents” which were 
perhaps, too comic to be regrettable. Also, at this time, 
there was a dispute between certain military enthusiasts 
and the students of Roman Catholic schools who, because 
on religious grounds they had abstained from observances 
in honour of soldiers killed in war, were charged with want 
of patriotism. 

A person not familiar with Japan might well have con- 
cluded, on a superficial view, that the whole country was 
aflame with indignation and seething with xenophobia. 
Yet this would not have been true, for most foreigners 
going about their usual business continued to meet with 
kindness and courtesy, while Manchuria and the League 
seemed to enter very little into ordinary conversation. But 
certainly support of the official policy was universal. 

It is interesting to examine the reasons for this unanimity, 
not only because it is an historical phenomenon almost 
without parallel in modern times, but also because to 
understand it may help to throw some light on future 
movements of opinion. In the first place, the Japanese 
have a strong tradition of obedience to authority, a truly 
remarkable solidarity. Their history has not been such as 
to encourage disagreement with their rulers, and with them 
non-comformity is not, as with us, accounted virtuous. In 
the second place, the Japanese are extremely sensitive to 
criticism. One of the things which strikes an observer 
of their social life is a strong reluctance to administer or to 
accept reproof. Suggestions that a view is mistaken or an 
action reprehensible must be conveyed discreetly, and if 
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possible by indirect methods. Feelings are delicate and 
must not be wounded. It was to be expected, therefore, 
that open censure of Japan’s conduct would provoke an 
angry reaction; and some indeed think that there was a 
moment at the end of 1931 when the whole nation, its pride 
injured by universal condemnation, might easily have been 
led to take arms against the world. This can never be 
proved, but certainly the mood was ugly when there was 
talk of applying sanctions to Japan ; and though excitement 
had subsided by the time the Lytton Report was published, 
it is probable that it could easily be fanned into flame again, 

There is a third reason why the Japanese public were 
quite genuinely taken aback when they found that the 
Report was not entirely favourable to them, and contained 
some admonitory passages. They have, as a people, a 
curious habit of assuming that ordinary rules do not apply 
to them. How often one hears one’s friends exclaim, 
“Ah! but in Japan it is different.” They are not alone 
in this kind of delusion, which, in the West, often takes the 
form of supposing that the Almighty confers special 


immunity upon a given racial or political group; but, 
perhaps because Japan has only lately entered the modern 
world, cynicism has not fully developed within her frontiers, 
and the delusion seems to be more common. Their best 
friends are bound to admit that the Japanese sometimes 


6é 


allow themselves to think that they occupy a “ special 
position,” which nobody but a Japanese can understand, 
not only in Manchuria, but in the universe. This char- 
acteristic was once satirised by a humorous foreigner who 
observed, on learning of the arrival of Professor Einstein in 
Japan, that the Japanese would give him a noble welcome, 
would overwhelm him with praise and kindness, but would 
be careful to point out that the theory of relativity did not 
necessarily apply to the Far East. One should not ex- 
aggerate of course; but one can detect something of this 
attitude in the reactions of Japan to the Lytton Report. 
It seemed wrong that the Commission should judge 
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Japanese actions by Western standards. In Europe and 
America, may be, unpleasant results followed from hazard- 
ous policies, but that was not necessarily true in the Far 
East. This peculiarity of mind seems to have been detected 
by the writers of the Report, who, in one passage, remark 
that “even in Japan appropriate means must be found for 
the attainment of every end.” 

Given the characteristics just outlined, and a spontaneous 
patriotism like that of the Japanese, which, even without 
assiduous cultivation, closes up the ranks, and forms a 
united front against what is deemed interference from 
without, one can scarcely be surprised that opinion at this 
juncture seemed as firm as it was unanimous. Nor is there 
at the time of writing any indication that it has weakened. 
In their determination to adhere to their declared attitude, 
the Japanese Government have still as strong a backing as 
any Government could desire. Yet it is difficult to 
believe that such unanimity of expression corresponds 
to an equal unanimity of thought. There was no such 
complete agreement a year or so ago, and mortal men are 
not given to such unison. Somewhere, surely, there is the 
beginning of a rift ? One must confess that it is hard to 
find. But there are some small indications. ‘The Lytton 
Report, for all the abuse that was heaped upon it, has now 
been carefully read, not only by those whose business it was 
to refute it, but by the general public. After its appearance 
other books on the Manchurian question went out of favour, 
and translations of the Report were bought in fair numbers. 
When the first violence of the press attack died down, 
careful criticisms began to appear, and many readers became 
more willing to admit that, though not without faults, it 
was a unique document, a serious attempt to present an 
honest judgment on a complex political issue. Thoughtful 
Japanese of the educated classes, though they might take 
objection to many passages, conceded that it was a valuable 
historical study. More than this one cannot say, but it is 
enough to allow one to hope that with the lapse of time, 
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something of the spirit of the Report will find acceptance 
in Japan. 


II. THe Reasons ror THE JAPANESE ATTITUDE 


T must be admitted that this is not very encouraging. 

It does not hold out much prospect of an early change 
of mind, even assuming the Report to be faultless and the 
| League above reproach. Unhappily there is a good deal 
to be said if not in justification, at least in excuse, of the 
Japanese attitude. The Japanese have said it often enough, 
it is true, but they have said it as a rule rather unskilfully. 
They have defended their actions with arguments of such 
doubtful validity that they have succeeded in giving the 
impression that they have no case at all. It may, therefore, 
be worth while to examine some of their contentions afresh. 

Taking first their objections to the Report as a diplomatic 
document, objections which can for the most part be 
summarily dismissed, we find that the points that gave 
most offence were the assertions that the military measures 
taken in September 1931 exceeded the legitimate needs of 
self-defence and the assertion that Manchukuo was, in fact, 
a puppet State formed by the Japanese themselves and not 
by the people of Manchuria. These assertions, whatever 
dialectic may be used in their rebuttal, contain truth enough 
to make them highly unpalatable to the Japanese who, 
having chosen to base their case upon a fiction, are—such 
is human weakness—indignant in inverse proportion to 
their innocence. But they have other and more legitimate 
criticisms to level at the Report. They contend that it 
displays throughout a bias in favour of China. It is difficult 
to prove this contention by citing from the text. Indeed, 
the Report shows traces of an effort, almost a strain, on the 
part of the writers, to be fair and sympathetic to both sides. 
But even an unprejudiced non-Japanese reader feels an 
underlying note of disapproval of Japan, a preference for 
China. Perhaps this discrimination is due to some funda- 
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mental harmony of temperament between Chinese and 
Europeans ; perhaps it arose from irritation caused by silly 
spying and restraints from which the Commission suffered 
at the hands of Japanese in Manchuria ; or, again, it may be 
that the Chinese made a better impression because even in 
their mendacity they are more frank and open than the 
Japanese. But anyhow the difference is there. Another 
objection to the Report, raised by thoughtful Japanese who 
are in a position to judge, is that its economic sections, and 
in particular its study of the boycott, are inadequate. This 
criticism can probably be sustained. The parts in question , 
do not come up to the standard of the remainder, and they 
contain some judgments which it would be difficult to 
support. 

But the true reasons for the hostile reception of the 
Report lie deeper than the surface of its pages. They are 
to be found in a disharmony between current sentiment in 
Japan and the principles for which the League stands. The 
difference can perhaps be most conveniently expressed by 
putting into the mouth of an imaginary Japanese of average 


culture and information an explanation of his country’s 
policy. He would say something of this kind: 


The League was formed after the European war by fatigued 
nations wishing for peace. Having parcelled out so much of the 
world as was at their disposal, they desired to preserve their strength 
and their property. ‘Their ideal was the maintenance of the status 
quo, the strong Powers to remain strong, the weak to remain weak. 
We believe that fear and exhaustion dictated this policy as much as 
genuine desire for world peace, and we cannot accept the doctrine 
that a young and vigorous nation like ourselves must remain content 
with what it possesses, in a state of arrested growth. The League 
professes that, if we will bring our troubles to it, they will be solved. 
We do not believe that they have cither the knowledge or the power 
to settle our problems. We have seen little or nothing in recent 
years to encourage us to put our trust in the League, a body which 
has not been able to solve any of the major political or economic 
problems of Europe, and yet attempts to teach us how to conduct 
our affairs in the Orient. We dislike this assumption of superior 
knowledge, this moral arrogance of Western peoples. We dislike in 
particular the credulity with which the League listens to the hypo- 
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critical professions of the Chinese, who flatter them by subscribing 
in words to their ideals, but not in deeds. We dislike being preached 
at by the League, by Mr. Stimson, by Ministers of small States, by 
professors of obscure universities, by illiterate journalists, by amateur 
diplomats, not because we think we are faultless, but because we 
simply do not believe that the West has reformed. We cannot 
believe in such a rapid change of heart. We cannot believe in the 
pacific spirit of a Europe which does not disarm in spite of its 
promises under treaty, or in the idealism of an America where 
corruption and crime are rampant and where, we think, under the 
cloak of sentiment warlike intentions are concealed. We cannot be 
expected to prize the friendship of nations which, when we strive to 
join their society, exclude our people and our goods. 


It would be easy to take the edge off such arguments, 
and it must be granted that our imaginary Japanese, having 
brandished these heavy weapons, would be hard put to it 
to defend the charge that his own Government has, to say 
the least of it, adopted an extremely convenient interpreta- 
tion of the Nine Power Treaty and the Kellogg Pact. But 
in these matters sentiment counts as much as logic, and 
it is the unpleasant truth that the League of Nations, 
while demonstrating with convincing clearness the danger 
to peace involved in the Manchurian dispute, has done 
little to promote peaceful feelings between the parties. 
Perhaps this was inevitable. Still, though it is the purpose 
of this article to discuss, not the methods of the League, 
but Japan’s reactions to Geneva, it may be permissible to 
observe that its intervention in the Sino-Japanese dispute 
does raise some doubts as to the adequacy of what is called 
peace machinery. There seems to be some danger that 
this machinery, once set in motion, may at times function 
in a way neither contemplated nor desired by those who 
press the button. There was a hint of this danger when 
the League set a date for the withdrawal of Japanese troops 
in November, 1931. The word “ machinery” has some 
unfortunate implications. Peace-making is a delicate opera- 
tion, rather hard to conduct on mechanical lines. It would 
be a tragedy if, through the rigidity of its parts, the appara- 
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tus should be found suitable only to one kind of process, 
and incapable of adaptation. 

But, if the League was set a most difficult task, if the two 
disputants presented the most refractory material possible, 
and if the League’s methods are open to some criticism, it 
remains true that the League stands for peace, for concilia- 
tion, for collective responsibility. And these are things 
which, though they may approve them, are not vital issues 
to the Japanese Government of to-day. Neither the Govern- 
ment nor the people, it is to be feared, have travelled far 
on the road to internationalism, nor have they any strong 
distaste for war. It is reported that Lord Lytton, in an 
appeal to the Japanese Minister of Foreign Affairs, pointed 
out that, if the Japanese felt strongly about Manchuria 
because it had cost them much blood and treasure, Euro- 
pean peoples felt even more strongly about the League, 
which was all they had gained from the Great War in which 
they had lost millions of lives and untold gold. Alas! 
This argument was not likely to appeal to Japan, for she 
has not had the bitter experiences of Europe, and warfare 
still seems to her people an adventure and not a tragedy. 
The fact is that international concepts, which are new even 
in the West, have not yet penetrated the national under- 
standing in Japan. As a people the Japanese have in these 
matters reached a stage of development analogous to that 
of England in 1900, and there are very strong resemblances 
between their attitude to-day and the temper of the English 
people at the outbreak of the South African war. There 
is the same heedlessness of the world’s disapproval, the 
same patriotic fervour, and even the same kind of military 
problem to face in the revolt of mobile forces scattered wide 
over a difficult country. The difference, an important one, 
is that in Japan at present there is no influential body of 
liberal, critical opinion. There is liberal thought, there is 
even subversive thought of many colours, but it is inert, it 
rarely gets translated into open speech, much less into action. 
This absence of overt criticism is, of course, due in part to 
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the fear of terrorist activities which, though they are for 
the moment in suspense, might easily break out again ; but 
in part also to the genuine solidarity which has been referred 
to above. 


III. Tue Prospects or A CHANGE 


PINION will change; but it is doubtful whether it 

will change soon enough to satisfy those who hope 
that internal dissension in Japan will in the near future 
lead to the triumph of new ideas and the reversal of present 
policies. It has been suggested that, as enthusiasm for 
overseas adventure wanes and as domestic problems 
become more urgent, the Japanese Government will grow 
less intractable in foreign policy, and that this process will 
be accelerated as it becomes clear that the Manchurian 
enterprise is not justified by results. There is a good deal 
to be said for this point of view, but it is not quite certain 
that things will turn out so badly as it supposes, or if they 
do that adversity will have the anticipated sequels. 

Taking first the economic position of Japan, it is true that 
she is in difficulties, but it may be argued that she is no 
worse off than other countries for the time being. In 
some ways indeed she is better off, for in the second half 
of 1932 she enjoyed a remarkable revival in foreign trade. 
Her exporters gained a great advantage from the deprecia- 
tion of the yen in foreign exchange, which at the same time 
stimulated domestic manufacturers. ‘The immediate out- 
look was fairly bright, and it is possible that an optimistic 
mood thus created contributed to stiffening the attitude 
of Japan towards the League. Budget prospects revealed 
later in the year were not very cheering. What with 
expenditure upon Manchuria, the demands of the army 
and navy for “ replenishment,” the cost of agrarian relief 
and other considerable items, the Government were 
obliged to ask for authority to meet budget deficits by 
borrowing up to 1,700 million yen between September, 
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1932, and March, 1934. Still, other countries had even 
greater deficits, and anyhow it was arguable that the 
inflation caused by large bond issues would in some ways 
be beneficial; so that, since foreign trade continued to 
boom, agrarian distress had moderated and unemployment 
was not of serious dimensions, there seemed to be no special 
cause for anxiety. It would not be exact to say that 
there were no misgivings. The yen exchange was with 
difficulty maintained at two-fifths of its par value. 
Foreign countries threatened with an influx of Japanese 
goods at low prices began to consider protective measures. 
Wholesale and retail prices rose while wages kept stationary. 
And some financial authorities expressed doubts as to the 
healthiness of the trade boom and the wisdom of the 
Government’s finance. But the situation was not thought 
critical, and though it is difficult in these days to see more 
than a year or so ahead, one may say that Japan’s economic 
position is uncomfortable but not insecure. If there is 
any kind of world recovery she will be among the first to 
profit. If not, she can rub along pretty well for a time. 
Those who think that she could be quickly brought to her 
knees by economic pressure are surely mistaken. 

In domestic politics there is great confusion and even 
the most experienced observers hesitate to predict what 
will come out of it. But it would be wrong to regard this 
confusion as a sign of weakness. It is rather a symptom 
of vitality, of the same abundance of energy as has produced 
the vigorous if rash enterprises in foreign policy of the last 
year. There are some signs pointing to a restoration of 
party government, perhaps after another experiment in 
coalition and without any extreme movement to right or 
left. But this is mere conjecture. For the moment the 
military are still dominant. They are not all-powerful, 
and they are a little more openly criticised than they were 
six months ago; but it does not follow that, if they fail 
to produce results in Manchuria, they will at once fall 
in public esteem. For one thing, their popularity does not 
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depend entirely upon their success in soldiering, but derives 
in part from their advocacy of certain doctrines, somewhat 
ill-defined but very palatable to those who are aggrieved 
by the corruption of party politics and the abuses of 
capitalism. Further, there is a possibility that, should 
progress in Manchuria be disappointing, the military 
leaders may go further afield and tempt fortune in Jehol 
and North China. Even as these lines are being penned 
there comes news of a clash between Chinese and Japanese 
troops at Shanhaikwan. Though this incident may have 
arisen from excitement caused by New Year feasts and not 
from policy, there is always a danger that the Japanese 
commanders may consider themselves obliged to extend 
their operations. In such circumstances they would almost 
certainly carry public opinion with them, at least for some 
time. Their eventual loss of political power, however, 
seems assured, and it is on the cards that it may follow a 
split among themselves. 

If it is difficult to predict the course of events in Japan, 
still more is it difficult to foresee what will happen in 
Manchuria. ‘There has been a slight improvement in the 
chaotic conditions of six months ago. Certain regions 
have been cleared of “ professional” bandits, and trains 
are now running between Harbin and Manchuli. The 
Japanese military do not expect to suppress the “ pro- 
fessional ” bandits for many years, but they think that they 
will be able to dispose of the bandits who are in reality 
insurgent Chinese troops within a year or two. The cost 
of these and kindred operations in Manchuria is about 
20 million yen a month. It is heavy but not crippling. 
As for the administration of ‘‘ Manchukuo,” though nothing 
remarkable has been achieved it must be credited with some 
improvements. Some of the rather recalcitrant and un- 
desirable Japanese personnel, advisers and officials of 
various kinds, have been replaced by men of a better type, 
and the appointment of General Muto as Commander-in- 
Chief of Japanese forces in Manchuria, Governor-General 
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of Kwantung and Ambassador to Manchukuo puts the 
task of co-ordinating Japanese activities into the hands of 
a high-minded and experienced officer of the old school. 
The finances of Manchukuo, though they cannot but be 
shaky, have been taken in hand, and it is a good sign that 
about one-third of the notes of former governments have 
been redeemed and replaced by new notes issued by the 
central bank. 

As to the economic advantage which Japan hoped to 
obtain from Manchuria, it shows little sign of materialising 
at present, but it is perhaps unfair to expect much at this 
early stage. An economic bloc consisting of the Japanese 
Empire and Manchukuo is freely suggested, but there are 
serious obstacles to its formation. Proposals to establish 
mills and factories in Manchuria have evoked opposition 
from industrialists in Japan. ‘The prospect of supplies of 
cheap coal and iron from Fushun and Anshan, far from 
creating enthusiasm, has upset the Japanese coal-owners 
and iron-masters. The attractive theory that Manchuria 
would supply Japan with foodstuffs in return for manu- 
factured goods does not seem to work in practice, for the 
purchasing power of Manchuria is limited and Japan has 
no particular need of foodstuffs. In fact at present it is 
Japan which is sending wheat flour to Manchuria. 

Thus the prospect of economic benefit seems rather 
distant. But it is not impossible, and there are respectable 
authorities who take an optimistic view. ‘Thus, ina recent 
issue of a monthly review of international affairs called 
Gaiko Fibo, a prominent business man, whose firm has 
long experience of trade in Manchuria and whose views 
command respect, states that in his belief the industrial 
progress of the country will be “ prodigious,” and that 
it will open a safe and valuable market rescued from “ the 
ravages of China’s internal disorders.” Altogether, there- 
fore, the result of the Manchurian enterprise is uncertain ; 
and it seems probable that it will continue for some time 
without any marked development, neither a conspicuous 
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success nor a conspicuous failure. If this is correct, then 
the disappointment predicted for Japan may not be so 
acute as to cause strong popular opposition to the present 
policy of the Government on the Asiatic mainland, especially 
as that policy is based not only on economic but also on 
strategic grounds. 

It seems, then, that the League of Nations will not be 
able to persuade the Japanese that their continental policy 
is doomed to failure. In their present frame of mind they 
are not open to such arguments. Few of them would 
deny that such problems are of appalling difficulty, few of 
them but think that there are serious dangers ahead. But 
most of them feel that they have now gone too far to turn 
back. It has been freely suggested abroad that the 
Japanese Government are attempting to bluff the League, 
and dare not in reality face the hostility of the whole world. 
But this is far from certain. They have incurred that 
hostility already ; and to call the bluff without carefully 
counting the cost would be, to say the least of it, to incur 
a grave responsibility. Japan to-day is in a desperate 
mood, inclined to gamble for large stakes. Her army and 
navy are very strong, her geographical position extremely 
favourable for defence, and though she very clearly does 
not want war, she is prepared for it. It is just as well not 
to blink this disagreeable fact. 

Assuming that Japan is at present deaf to the warnings 
of the League and of statesmen who see in her policy a 
danger to world peace, what are the prospects of a change 
in that policy? From what has been written above it 
does not seem likely that there will be an early revulsion 
of feeling among the Japanese people. The outlook is 
not very cheerful. If they are now inclined to celebrate 
their warlike prowess, to talk bombastically of their mission 
in Asia, to claim that they have released from tyranny 
oppressed millions in Manchuria, it is not consoling, but 
perhaps it is salutary to reflect that not so very long ago 
public opinion in England was nourished on watch-words 
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like the “white man’s burden,” “splendid isolation,” 
‘roll them in mud and blood,” “ business as usual,” and 
other formule, some of which to modern ears sound like 
echoes from a barbarous antiquity. To an Englishman 
who was adult in the early years of this century there is | 
something uncomfortably familiar in the popular sentiment) | 
of Japan to-day. 

Yet the Japanese are not, any more than we were then, 
a predatory, pugnacious race. They are a gentle, kindly 
people, rather given to dramatising themselves, but essen- 
tially devoted to the arts of peace. If, for our bitter 
experience, we are wiser and better than we were then 
and the Japanese are now, it is example rather than precept 
which will encourage the growth among them of the liberal 
principles in which we put our trust. 


Japan. 
January 4, 1933. 


Nott.—For Tue Rounp Taste view of policy, see THe Rounp Taste, 
No. 89, December 1932, p. 64.—Ep. 





THE FUTURE GOVERNMENT OF 
INDIA 


I. Tue First Two Rounp Tas ie ConFERENCES 


EWSPAPER comment on the third session of the 

Indian Round Table Conference, which ended on 
Christmas Eve, gives clear proof of the extreme state of 
bewilderment into which its proceedings have thrown 
observers, even shrewd and knowledgeable observers. 
The course of events at both the first and second sessions 
was reasonably simple and intelligible. At the first, 
the early and unanimous decision of the Indian delegates 
—both from the Indian States and from British India— 
in favour of an all-India federation so altered the whole 
character and basis of the discussions, that the British 
Liberal delegates and those of the other British political 
parties were able to advance beyond the Simon Report 
to a position in which they could agree to a large measure 
of responsibility vesting in the central government—with 
minimum safeguards in certain vital matters—when once 
the all-India federation should have become a reality. 
This decision evoked an immediate, and, on the whole, 
a distinctly satisfactory response from all the British 
Indian delegates who, in their turn, now found themselves 
able to view with much greater sympathy than formerly 
their British colleagues’ arguments in favour of temporary 
safeguards in certain matters. The establishment of 
safeguards was agreed upon in principle and the details were 
left to be worked out later. Thus the first session ended 
with the Indian delegates committed to the further dis- 
cussion of a political constitution for their country based 
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on an all-India federation exercising responsible powers with 
certain limitations in the directions already indicated. 

The second session of the Conference was meant to 
fill in the details in the great picture outlined above. 
Amongst these “ details ” were the exact terms on which 
the Princes were to enter the federation, the electoral 
system, the distribution of seats in the central and pro- 
vincial legislatures, and the whole vast question of “ safe- 
guards’ together with many other matters of lesser 
importance. But, by the time the second session met in 
London, the communal question, and particularly of 
course the Hindu-Moslem question, had come to over- 
shadow the whole scene. Then, too, the representation 
of Congress, in the person of Mr. Gandhi, brought into the 
Conference a more extreme element than any that had been 
present at the first session, and was thus not calculated to 
lead to dispatch or harmony in the conduct of the general 
business, or, indeed, in the negotiations between Hindus 
and Moslems. Lastly, our own domestic difficulties at 
the time will also be remembered. 

It was not then surprising that the second session of 
the Conference proved almost barren of result. In any 
case, what was happening was clear. The differences 
between Hindus and Moslems on the one hand, and 
between the representatives of the Indian States and of 
British India on the other, had clearly set up for the time 
being an insuperable barrier in the way of the achievement 
of agreement between the delegates on any point of major 
importance. Thus, the most that the Prime Minister 
could do, when he prorogued the Conference in December 
1931, was to reaffirm the statement he made at the end of 
the first session, that the view of His Majesty’s Govern- 
ment was that responsibility for the government of India 
should be placed upon legislatures, central and provincial, 
with such temporary provisions as might be necessary to 
guarantee the observance of certain obligations and the 
rights of minorities. Thus, the outlook for the all-India 
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federation had not improved as a result of the second 
session of the Conference. 

Nevertheless, in spite of this undoubted set-back, 
neither the British Government nor the majority of the 
Indian delegates gave up either hope or work. Some of 
the leading Indians were invited to become members of a 
consultative committee to work with the Viceroy during 
the interval between the second and the third sessions of 
the Conference, while the Lothian, Davidson and Percy 
Committees went out to India to enquire into, and report 
on, the future franchise and certain matters connected with 
the future federal finances. Unfortunately, the Consulta- 
tive Committee failed to accomplish any very important 
results, again owing, in the main, to the continuance of the 
impasse in the matter of inter-communal claims and 
safeguards. Further, the statement made last June in 
Parliament by Sir Samuel Hoare, that there would be no 
further meeting of the Round Table Conference, con- 
siderably depressed moderate opinion in India. The most 
striking and important developments of this period, be- 
tween the second and third sessions of the Conference, 
were the decision of His Majesty’s Government with 
regard to the allocation of seats in the provincial legis- 
latures among the various communities, and the subse- 
quent modification of this decision, so far as it affected the 
caste Hindus and the Depressed Classes, as a result of the 
agreement between Mr. Gandhi and certain Hindu leaders 
and the leader of the Depressed Classes, Dr. Ambedkar. 

Thus, the record of these months, in so far as it is 
concerned with the working out of the Round Table 
Conference policy, is a chequered one. It is even more 
chequered so far as political developments in India 
during the same period are concerned ; but their story has 
already been told in the Rounp Taste and need not be 
repeated here. We are faced once more with the very 
serious position that Congress and certain allied sections 
of organised political opinion remain uncompromisingly 
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hostile to the Round Table Conference, and the policy 
for which it stands. The British Labour party, moreover, 
was not represented at the third session and is thus not 
committed to any of its decisions. 


II. Tue Task or THE Turrp CoNFERENCE 


T will be clear from what has already been said that the 

concluding session of the Round Table Conference 
opened in circumstances far from encouraging, whether 
one considered the general political situation in India or 
the scope and character of the tasks confronting the Con- 
ference. What were these tasks ? 

Omitting the more or less secondary or peripheral sub- 
jects, they, broadly speaking, consisted of two main prob- 
lems ; that of safeguards—both of British responsibilities 
and interests and of the interests of the minority com- 
munities—and the question of the conditions on which 
the Princes were to enter the federation. Both these 
questions are really groups of questions, and all of them 
present formidable difficulties. The safeguards necessary 
to ensure the fulfilment of British responsibilities, for 
example, are at least five-fold. They relate to defence, 
foreign relations, finance, commercial legislation and 
discrimination, and the reserve powers to be vested in 
the Governor-General and the provincial Governors. 
The minority safeguards, as now defined by one or other 
of the parties to the dispute, include such thorny subjects 
as the division of seats in the central legislature, and the 
location of residuary powers—the latter expression is of 
course only a euphemistic way of stating the question 
of whether the fundamental provisions of the constitutions 
of the provinces are to be as the Moslems or as the Hindus 
wish. The Hindus naturally want residuary powers to 
vest in the centre; the Moslems would place them in the 
provinces, because the majority in the central legislature 
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will always be Hindu, or ought to be if the seats are allo- 
cated on a population basis. The reason for this last 
qualification we shall see later. 

As between the Princes and British India, the most 
formidable of the problems still remained unsolved. It 
had been decided at the first session of the Conference that 
certain administrative subjects should be federal “ for 
legislation and policy.” But, obviously, immense im- 
portance attaches to the exact scope and meaning of this 
phrase, and it was already apparent that British Indian 
opinion tended to give it a much wider application than 
did the Princes. Then, too, in spite of the valuable 
work of Lord Peel’s subcommittee during the second 
session of the Conference, and of the Davidson Committee 
afterwards, it could not be said that more than the fringe 
of the immense subject of federal finance had been touched. 

The difficulties confronting the delegates when the 
session opened last November, then, are obvious. Vir- 
tually, the really decisive work so far as these fundamental 
particulars are concerned had still to be done. We now 
pass to the proceedings of the Conference. 

What we have called the secondary or peripheral subjects, 
namely, the franchise, the supreme court, and Anglo- 
Indian education, were quickly disposed of without any 
very marked differences of opinion. The Lothian Com- 
mittee’s main recommendations were accepted, subject 
to such modifications of detail as might prove necessary. 
A particularly interesting feature of the Conference’s 
decisions on the franchise question was their agreement 
that women who satisfied the property qualifications 
prescribed for men should have a vote. The discussions 
about the supreme court evoked virtually as many opinions 
as there were Indian delegates and, in the upshot, the 
decision on this matter, as on so many others, has been 
left to His Majesty’s Government. 

A survey of the achievements of the Conference in con- 
nection with the really fundamental questions reveals 
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again a mixed record, favourable in some ways, colourless 
or unfavourable in others. Fortunately, inter-communal 
matters came up for discussion only incidentally, and there 
were, therefore, none of the deadlocks which held up work 
at the previous session. The subcommittee on the distri- 
bution of legislative powers, for example, had to discuss 
the vexed question of the location of residuary powers, 
but was unable to come to any agreement. This matter 
will accordingly have also to be left to His Majesty’s 
Government. 

But, of course, the failure to deal with these knotty 
causes of inter-communal strife, which gave rise to so 
much trouble at the previous session, simply means that 
they too are now left to the British Government to settle, 
and some indication of the scope and difficulty of the most 
important of them may be given. Consider, for instance, 
the composition of the new legislatures and the distribution 
of seats between the different communities. The agreement 
between Mr. Gandhi and Dr. Ambedkar has left the 
problem of the future provincial legislatures in what looks 
like a hopeless position. In two of the most important 
provinces of India, namely, the Punjab and Bengal, the 
caste Hindus are now left with only one seat in five— 
apart from an odd seat or two they may win in special 
constituencies. In other provinces they are not so badly 
off, but even there the new allocation, if it ever comes into 
operation, will provide sources of intolerable discontent 
for the caste Hindu. In the case of the federal legislature 
the matter is even more serious from his point of view. 
Let us examine the prospects in the popular chamber of 
the central legislature. We may take it as an axiom that 
the Moslems will stick to their demand for 334 per cent. 
of the seats, and even that they will get them. They will 
certainly not compromise on this point. In that case, 
under Mr. Gandhi’s Depressed Classes agreement, 18 per 
cent. of the seats will go to these classes. The Princes 
too have claimed 40 per cent. of the seats though they 
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are unlikely to get so large a percentage—British Indian 
opinion is united on that point. But, even assuming that 
they take the very lowest percentage within the bounds 
of practical politics, namely, 25 per cent.—we shall have 
already allocated 764 per cent. of the total. Yet, so far, 
we have not considered the representation of Europeans, 
Sikhs and Anglo-Indians, labour, and one or two other 
interests. Again let us assume the lowest possible figure, 
say 6 per cent. of the total for all these interests. Once 
more, the great Hindu majority community is left with 
one seat in five. The Hindus cannot, of course, agree to 
this figure, any more than they will agree to let the Gandhi 
agreement for the provinces be brought into operation. 
Already there is a storm of opposition from their side 
blowing up, and it will reach gale force before long. Here, 


then, we have a mighty practical problem left over for 
settlement. 


The Safeguards 
Let us now examine the highly contentious subjects 
that were discussed at the Conference, beginning with 


those issues which primarily concern Great Britain and 
British India. We refer, of course, to the subjects com- 
pendiously described as “ safeguards.” We have already 
enumerated the five groups into which they fall. In the 
matter of defence and foreign relations the field of dispute was 
nothing like as wide as the ground covered by the subjects 
under discussion. The most important cause of dissension 
between British and Indian representatives arose out of 
the question of the Indianisation of the commissioned 
ranks of the Indian army. A general desire was expressed 
by the Indian delegates to have a comprehensive plan of 
Indianisation laid down; but His Majesty’s Government 
adhered to the view that the pace of Indianisation must 
continue to be regulated by stages, and it was pointed out 
that there is a programme of Indianisation already in exist- 
ence which is‘much more extensive than any previous 
programme, and capable of still greater development in 
future. It was agreed that army expenditure should not 
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be at the mercy of a vote of the legislature. The position 
of the Defence Member under the new constitution 
led to a good deal of discussion. Some of the Indian 
delegates suggested that this Member should be chosen 
from the members of the legislature, and that although 
he would not be “responsible” to the legislature, he 
should be treated as a member of the federal Cabinet, and, 
presumably, accept the implications of joint responsibility. 
His Majesty’s Government, however, maintained their 
previous opinion that the Defence Member should be 
chosen by the Governor-General at his unfettered discre- 
tion, though they agreed that joint discussion between 
him and the leading federal Ministers should become a 
regular practice in working the new constitution. It is 
clear, therefore, that even in this matter, there are points 
of difference, by no means unimportant, between British 
and Indian opinion, which have not yet been resolved. 
Important questions too, in which the latent germs of 
somewhat serious disagreement between the British dele- 
gates and even moderate opinion in British India had 
already been detected, were raised by the discussion of the 
safeguards contained in the special powers and responsi- 
bilities which are to be vested in the Governor-General 
and the Governors. The Conference approached ° this 
matter on two assumptions, (1) that executive power in 
India (as in the United Kingdom and the Dominions) will 
rest with the Crown, represented at the centre by the 
Governor-General, and in the provinces by the Governors. 
(2) That, except where otherwise provided, the Governor- 
General and Governors will be guided by the advice of 
their respective Ministers, and that the executive will 
depend, so far as legislative enactments and supply are 
concerned, upon the consent of the legislature. The crux 
of the group of problems raised in the course of this dis- 
cussion is, of course, contained in the words “ except 
when otherwise provided,” which appear in the second of 
the two assumptions just mentioned, for these words raise 
in the most direct way possible the question of the nature 
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and extent of the responsibilities which are to be conferred 
upon the Governor-General and the Governors, and of 
the special powers which those officers must necessarily 
possess to enable them to discharge these responsibilities. 
As regards the Governor-General, it was decided that the 
ecclesiastical department should be added to the two 
“reserved” departments previously agreed upon, namely, 
defence and external affairs. For the administration of 
these departments, the responsibility should be the 
Governor-General’s, and his alone, although the Conference 
regarded it as desirable that he and his personal advisers 
in these departments should take the fullest opportunities 
possible of consultation with the federal Cabinet Ministers. 

This agreement was reached comparatively easily, 
although some of the Indian delegates would have liked 
a precise definition of all the matters that are to be treated 
as coming within the scope of the “ reserved” depart- 
ments, so that certain activities, which these departments 
would otherwise control, might be left to responsible 
Ministers. But a still more difficult problem presented 
itself when the Conference considered the question of the 
Governor-General’s relations with Ministers in charge of 
departments for whose administration they would be re- 
sponsible to the legislature. In what circumstances should 
the Governor-General be empowered to act against the 
advice of these Ministers? The answer to this question 
will be found in the unanimous agreement of the Conference 
that the Governor-General should have a “ special respon- 
sibility ” for certain clearly indicated general purposes, to 
secure which he is to exercise the statutory powers conferred 
upon him, in accordance with the directions contained in 
his Instrument of Instructions. The latter will direct him 
to follow his Ministers’ advice unless to do so would be 
inconsistent with any of his “ special responsibilities.” It 
was further agreed that the Governor-General should have 
a special responsibility with regard to the following matters 
in the federal sphere, 


(1) The prevention of grave menace to the peace or tranquillity 
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of India or any part thereof. (z) The protection of minorities. 
(3) The rights of the public services. (4) The administration of 
the “reserved ” departments. (5) The rights of the Indian States. 
(6) The prevention of commercial discrimination. 


Further, since the Governor-General’s activities in 
the reserved departments, or in the discharge of his special 
responsibilities might bring him into conflict with the 
legislature, he will be vested with powers to override 
any hostile action on its part in respect of these activities. 
Lastly, to meet temporary emergencies, he will be vested 
with powers analogous to the present power of making 
ordinances. In the provinces, corresponding powers are 
to be conferred on the Governors. The latters’ sphere 
of operation will naturally be their own provinces, and 
there will, of course, be no reserved departments in the 
provincial Administrations. 

Now, anybody, who has followed the trend of Indian 
political aspirations during the past few years, will realise 
immediately how far-reaching these particular safeguards 
will appear to many important sections of Indian opinion. 
Weighty opposition to some of them was, in fact, forth- 
coming at the Conference. Opposition to the safeguards 
with regard to financial and commercial discrimination 
was still more sustained and determined. Indeed, in some 
quarters, there were fears, happily unfounded, that they 
might even lead to a deadlock. The reason for the in- 
sistence of His Majesty’s Government on the financial 
safeguards is clear. Recent years have shown how sensitive 
a thing is India’s credit in the world money market, and 
in the present world economic upheaval, the sudden and 
complete disappearance of British control over the public 
finances of India would certainly dry up the springs of 
credit for India and lead to a catastrophic fall in the 
value of Indian securities. Some of the delegates had an 
interview on this subject with the Governor of the 
Bank of England, and, although no account of it has been 
made public, it is believed that he stressed the above 
view. Certainly most of the delegates were powerfully 
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influenced by what the Governor said, and although a 
section of Indian opinion at the Conference wanted the 
federal government to be given effective control over 
Indian finance, a demand which was pressed to the .nd, 
the view, nevertheless, prevailed that the Governor-General 
should be vested with “a special responsibility for safe- 
guarding the financial stability and credit of the federation.” 
This would enable him in case of need to act contrary 
to the advice of his Finance Minister. The Conference 
further recommended the creation at the earliest possible 
date of a Reserve Bank, free from political influence, to 
be entrusted with the management of currency and 
exchange. The equally important subject of commercial 
discrimination led to an equally stubborn conflict of opinion 
between a section of the Indian delegates and the rest of 
the Conference. It was generally agreed that discrimination 
by legislative action should be prevented by specific 
provisions in the constitution, but there was considerable 
discussion about the question of discrimination by adminis- 
trative action, the dissenting section of the Indian delegates 
maintaining that it was undesirable to try to provide against 
this as it would undoubtedly fetter the hands of the 
responsible Minister or Ministers for the purpose of 
important action that it might be advisable for them to 
take. Yet, to have no provision against administrative 
discrimination would render the other safeguard largely 
nugatory, and so to the already ponderous list of the 
Governor-General’s “ special responsibilities ” there has 
now been added one to cover the subject of commercial 
discrimination. A further attempt was made at one 
stage to limit the Governor-General’s protective power 
to companies registered in India, but this was abandoned 
after the practical and legal difficulties had been explained. 
It was, however, agreed that there should be reciprocity 
in the matter of commercial discrimination, and that 
Indians should have the same rights in the United Kingdom 
as British nationals will have in India. Separate agreements 
will, no doubt, be negotiated with the other Dominions. 
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The Attitude of the Princes 


Such, in brief outline, was the work accomplished at 
the Conference with regard to the “ safeguards ” which 
His Majesty’s Government claim to be the minimum 
necessary for the proper discharge of their varied obligations 
to the people of India. It remains to consider what 
progress was made in the negotiations between the Princes 
and British India. These were mainly concerned with 
the two great groups of questions arising out of the 
conditions on which the Princes are to enter the federation. 
The form of the States’ Instruments of Accession gave no 
great trouble. It was agreed by their representatives 
that an agreement should be made by each State in- 
dividually with the Crown, and that these agreements 
could not be concluded until after the federal constitution 
had been approved by Parliament. The provisions of the 
Act with regard to federation would not take effect 
immediately but only after a specified period, if and when 
so many States have acceded. Lastly, the States would 
transfer to the Crown only the necessary powers and juris- 
diction required by the express provisions of the Act, and 
they insisted that the agreements, or Instruments of 
Accession, should expressly exclude from the purview of 
the federation all powers and jurisdiction touching the 
federal subjects, in whole or in part, which individual 
States would not agree to transfer to the federation. In 
this connection, the report of the sub-committee on the 
distribution of legislative powers should be studied. For 
at its meetings the States’ representatives made it quite 
clear that in respect of some, at any rate, of the subjects 
that are classified as “ federal for policy and legislation,” 
the States did not mean to give a free hand to the federal 
legislature in the matter of legislation affecting the internal 
affairs of the States. On the contrary, they meant to 
surrender no jot or tittle of authority beyond what was 
laid down in black and white in the Act, and the following 
example will show how strictly the bounds are likely to be 
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drawn in this direction. Railways have been declared 
federal for the purpose of legislation and policy, but the 
States suggest that, as far as they are concerned, these 
words should be taken as meaning that the federal legisla- 
ture should have jurisdiction only over such things as 
rates, safety devices, and interchangeability of traffic. 

Discussion of the thorny problem of federal finance 
took up a great deal of time throughout the session, yet 
at the end, it was difficult to say that anything final had 
been settled in respect of the contributions of the States 
to the federal finances. Certainly they will submit to no 
direct taxation, and the whole question of their contribu- 
tions, together with the allied question of the privileges 
that certain States possess in respect, for instance, of 
customs, or of immunities from existing contributions, 
will have to be still further considered, presumably by 
another special committee. 

On the States’ side of the problem, too, then it is clear 
that many matters of literally fundamental importance 
have been left undecided. 

Much has had to be omitted from this survey, but it is 
clear that, until an agreement has been come to with the 
Princes—and hitherto their peculiar difficulties have pre- 
vented one—no date can possibly be set for the inauguration 
of the all-India federation. Yet, until it is inaugurated, 
it is difficult to see how the measure of responsibility at 
the centre, which has been promised on condition that 
federation is agreed upon, can be granted. It is known, 
however, that only a few sections of Indian opinion will 
accept a constitution which does not immediately bestow 
a large measure of responsibility at the centre. In the 
light of this situation, the appearance of the White Paper 
will be awaited with the utmost interest. 

Matters at any rate will soon be brought to a head, for 
the British Government has made known its intention of 
submitting a draft constitution to a joint committee of 
Lords and Commons in the coming spring. 
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I 


19 3 —the Year of the New Deal. We enter it from 

an even lower level than upon 1932. The business 
index at the end of 1931 stood at —36-2 percent. At the 
end of 1932 it stood at —45-5 per cent. Industrial stocks 
started 1932 at $7462. They begin 1933 at $59-93. 
Rails are $25-80, as against $33-11 a year ago. All commo- 
dities are off sharply, many at new historical “lows.” The 
bond average did not fare so badly, $77-74 on December 31, 
1932, as against $77-78 a year before. It nearly held its 
own. But this does not mean that many millions of dollars 
in individual issues have not gone into default, thus further 
decreasing purchasing power and giving another whirl to 
the vicious circle. 

So we start tearing the leaves from the new calendar. 
And before the first week is torn, Calvin Coolidge goes back 
to the tiny hamlet of Plymouth, Vermont, to a grave by 
six generations of his kindred on a hail-swept hillside. 
Mrs. Coolidge said he had been worrying about the 
depression. The doctors said the presidency had imposed 
on him a strain beyond all human endurance. Anyway, 
another link with the golden age has been severed. Who 
can evoke now the emotions of that remote antiquity before 
1929? It is about as real as the empire of the Romanoffs. 
The holders of its favorite securities go about like grand 
dukes, only less romantic. The market for their memoirs 
is not so good. Now that we are so far and so helplessly 
advanced in the new era, we want to forget about the New 
Era. Perhaps it is a good sign. 
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It is now possible to characterize unemotionally these 
last four years and their next few successors as the period of 
post-war rectification of the price structure. Under that 
cold terminology, young men in colleges will read about 
these disastrous years and yawn and crave excitement and 
novelty. Commodity prices are very dull—until they upset 
the whole social mechanism. 

Some of usremember 1914. ‘The war ended at the Marne 
in September. There would be doubtless more movements 
of troops and fleets, but the boys would be home at Christ- 
mas. ‘The depression has been like that. It ended when 
we swung into 1930 with the Dow-Jones industrial averages 
at 248 and prosperity right around the corner. It ended 
again early in 1931 when that venerable and taciturn sage, 
the late Mr. George F. Baker, said that it was no time to 
sell short. But now we recognize the war of attrition. 
The fifty-one and a half months that saw us out of the 
trenches will certainly not be enough (reckoning from 
September 1929) to get us back to even moderate prosperity. 
We shall not be back at the factories by next Christmas. 
And so far as this country is concerned the ravages of the 
Depression will be far greater than those of the war. 

To be sure, the last six months have given us a respite 
from our precipitate descent. In some ways we have gained 
a little ground. Whatever the permanence of the gains, 
we have caught enough breath to survey the landscape. 
The forces in whose grip we have been caught seem, if no 
less dreadful, perhaps a little less mysterious. And while 
the direst consequences have not been escaped or shown 
to be avoidable, it is generally agreed that we must endeavor 
to reorganize society on something like the present price 
structure rather than to expect any speedy return to the 
old. This means definitely that 1933 will be a rough year 
for creditors. Bankruptcies, defaults, extensions, readjust- 
ments—only by these arduous and painful processes can we 
restore purchasing power and employment. The difficulty 
with price recessions is that they never do themselves 
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evenly. Raw materials fall faster than finished products. 
Wages lag on the higher plane. So do state and municipal 
budgets. Perhaps the saddest plight is the farmer’s. He 
is getting only half 1913 prices for his products and he has 
to buy a lot of goods at twice 1913 prices. No wonder that 
Farm Relief is an insistent political problem. No wonder 
that insurance companies are worried about the defaults in 
their farm mortgages. No wonder that four hundred 
farmers in Iowa held up a sheriff’s sale which was about to 
establish a deficiency judgment against an unhappy farm 
mortgagor. But we shall come back to the farmer. When 
we talk politics or economics we always come back to him. 


II 


ET us look in now upon the Capitol at Washington, 
where the Lame Ducks are endeavoring to emulate the 
Capitoline Geese. From now until the inauguration of 


Mr. Roosevelt on March 4, the old Congress (the 72nd) is 


holding over, working under and often against Mr. Hoover. 
Mr. Will Rogers, our professional humorist, has commented 
rather aptly upon our political scene with “a President 
that’s in and has no authority ; a President that’s out but 
has no authority ; a Senate that’s in but has no leader ; 
a House that’s in but has been voted out; a budget that 
both sides are afraid to try to balance ; debts that are owed 
us that will never be paid, and debts that we owe which 
we keep adding to.” 

It is not very reassuring—this period of interregnum. 
It is gratifying to realize that the recent amendment to the 
federal constitution has abolished our lame duck session 
and that Mr. Roosevelt’s successor will be inaugurated on 
the twentieth of January, 1937, and not on the fourth of 
March. Six weeks of futile waiting will be done away with, 
Under the constitution as originally drawn, and until the 
ratification of the amendment on January 23, 1933, a 
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successful candidate for Congress in November of one year 
(of a presidential election) was not called upon to attend 
any regular session of Congress until a year from the follow- 
ing month or thirteen months after his election. Even the 
best of mandates may grow stale in thirteen months. And 
never was there a better example than the present of the 
futility of the holdovers who, under a derisive epithet, 
occupy themselves with legislative projects more likely to 
be derided than to be passed. 

As to the present negative period, Mr. Hoover has made 
some attempt to reach understandings with his successor. 
There was a meeting about the foreign debts just before 
Christmas. Another and more fruitful meeting has 
occurred latterly between Mr. Roosevelt and Mr. Stimson, 
the Secretary of State, and still another between Mr. 
Roosevelt and the President. Mr. Roosevelt has signified 
his accord with our present policy on Far Eastern questions. 
With respect to the war debts there will be a meeting in 
the early spring. Perhaps before the year ends we shall be 
able to get something done. That would be the greatest 
step yet. 

Meantime the most formidable internal problem is the 
balancing of the federal budget. And progress toward that 
goal has been negligible since the election. Everyone 
agrees there should be economies. Nearly everyone agrees 
there must be new taxes. A general sales tax appeared to 
be on the cards until Mr. Roosevelt said he was shocked at 
being represented as an advocate of such a tax. So it is 
thought that money must be sought elsewhere. It is 
unfortunate that our fiscal tradition since 1913 has grown 
up so strongly about the income tax. Admirably adapted 
for revenue purposes in the periods of great prosperity 
which so largely blessed us in the years 1913-1929, it breaks 
down disastrously in years when incomes are cut, employ- 
ment is reduced, and capital losses are heavy. It would 
have been far better if capital gains had never been treated 
as taxable income or capital losses as deductible. Our 
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income tax law, in addition to its shortcomings as a revenue 
measure, has fostered the evils of extreme inflation and 
extreme deflation. 

In 1929 our national income was calculated at eighty-five 
billion dollars and government costs of all sorts—federal, 
state, municipal, school districts, etc.—were fourteen 
billion, or a little over 16 per cent. In 1932 the tide of 
income had ebbed to fifty billion, and government costs 
stood still at fourteen billion, or 28 per cent. Cost of 
government in 1932 will come to $116 per caput, and we are 
still going backward at the rate of four billion a year. 
And these budget figures include in income three hundred 
and twenty-nine million dollars of war debt payments which 
no one seriously expects will be made. 

While the realities of budget balancing and debt adjusting 
are being shirked, Congressmen are agitating all sorts of 
inflation projects which will certainly come to nothing but 
keep business and investment in a state of nervous uncer- 
tainty. A much more constructive measure, anti-deflation- 
ary in character,:and strongly advocated by President 
Hoover, will probably pass. This is an amendment of the 
bankruptcy law, looking not primarily to the discharge of 
the debtor from his obligations as under the conventional 
Bankruptcy Act, but to relief to be given by the bankruptcy 
courts to compel the adjustment of debts even against the 
obstructive tactics of refractory creditors. Under the Act 
as drawn the debtor may file a petition stating that he is 
insolvent or unable to meet his debts as they mature, and 
that he desires to effect a composition or an extension of 
time to pay his debts. The Court must confirm the 
debtor’s proposal if it is made in good faith and in the 
interests of all the debtors, and if it includes an equitable 
and feasible method of liquidation for secured creditors. 
It is thought that, under such a statute, railroads and other 
temporarily embarrassed corporations may effect reorganiza- 
tions which will afford solutions of their difficulties without 
necessitating enormous volumes of distress liquidation of 
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merchandise or securities. Individuals encumbered by 
bank loans or real estate mortgages may gain time under 
this statute for an adjustment of their affairs. Banks and 
insurance companies, which are our leading creditors, favor 
the plan. 

We come now to farm relief. The newest form is the 
so-called allotment plan which is understood to have the 
approval of the President-elect. It is designed to correct 
the cruel collapse in the price of farm products, which, as 
has been said, has been out of all proportion to the collapse 
in prices of what the farmer buys, so that under existing 
conditions our great farm population is robbed of its 
purchasing power. The difficulties of the farmer, it will 
doubtless be remembered, antedate the depression. In 
fact, farm relief has been a live political issue ever since the 
war.* The Federal Farm Board was one of the unhappiest 
expedients of the Hoover administration. The new Allot- 
ment Bill provides that “ adjustment certificates ” shall be 
issued to farmers willing to reduce by 20 per cent. their 1933 
acreage of wheat, cotton or tobacco, or their 1933 tonnage 
of hogs. Certificates will then be issued which will entitle 
their holders to receive, on that percentage of the total 
crop consumed in the United States, cash payments 
sufficient to bring prices up to the 1909-1914 average. The 
funds for the payment of these certificates will be raised 
through a tax imposed on millers, packers and other pro- 
cessors of the products specified. These processors will 
of course pass as much of the tax as possible on to the 
consumer. The Act is frankly experimental and is to be 
effective for one year only, subject to a further extension of 
a year by presidential proclamation. It is estimated that it 
will give to farmers 180 million dollars more than market 
prices would yield on wheat, 115 million more on cotton, 
35 million more on tobacco, 300 million more on hogs. 

It will readily be seen that the Bill is in reality a sales tax 
on farm products imposed on their domestic consumers for 


* See Toe Rounp Taste, vol. xvii, pp. 520-527. 
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the benefit of their producers, who are thereupon presumed 
to agree to limit production to such an extent as to raise 
prices. It is class legislation, but all farm relief legislation 
must be class legislation. It can be justified, if at all, only 
by the size of the class, the magnitude of its misfortune and 
the relation of this misfortune to the general disaster. It is 
not difficult to criticize the legislation either from the stand- 
point of economic theory or of political consequences. It is 
obvious that such concessions to one group will embolden 
other groups to demand similar concessions and to extort 
them if possible by political pressure. The American war 
veteran has already set an example of sturdy unpatriotism 
in this respect, which is being remarked by his brethren 
who only serve by standing and paying taxes. 

The fate of the allotment measure is uncertain. It will 
probably not be passed at the present session. Attempts 
have already been made to amend the Bill to provide 
assistance to raisers of rice, pea-nuts and butterfat. There 
is some doubt as to whether Mr. Roosevelt will accept the 
Bill in its present form. Speaking in Topeka, Kansas, last 
September, he advocated six “‘ essential specifications ” of a 
“‘workable plan”: first, “a tariff benefit over world prices 
which is equivalent to the benefit given by the tariff to 
industrial products”; second, self-financing provisions ; 
third, abstention “‘ from any mechanism which could cause 
our European customers to retaliate on the ground of 
dumping ’”’; fourth, reliance upon “‘ existing agencies ”’ only ; 
fifth, operation on a cooperative basis ; and sixth, operation 
of the plan to depend upon “ the support of a reasonable 
proportion of the producers of the exportable commodity 
to which it is to apply.” None of the six points is observed 
in the present Bill. But the six points may fare no better 
than the fourteen which were advanced by one of Mr. 
Roosevelt’s predecessors. 
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III 


N such times as these the critics of our social and 

economic structure obtain a ready ear. There are 
plenty of critics and there is, of course, plenty to criticize. 
But the most plausible and the most discussed group con- 
sists of some two hundred engineers or technicians working 
under a certain Mr. Howard Scott, who expound the down- 
fall of the present system and its supersession by a “‘ techno- 
cracy ” of engineers and technologists who, in an incredibly 
brief space, will give us not only the new Jerusalem, but also 
the new Pittsburgh and the new Detroit. Technocracy 
claims for its forbears men like the late Thorstein Veblen, 
the economist, the late Charles Steinmitz, the famous elec- 
trical engineer, and others of high repute. Its thesis is that 
machinery has displaced men to such an extent that the 
old “ price system” must be regarded as obsolete. ‘The 
steel output in 1929 was 9.3 times the steel output in 1887. 
In pig iron production, a man now accomplishes in one hour 
what it required 650 hours to accomplish in 1882. One man 
today can produce nine thousand times as many incandes- 
cent lamps as in 1914. A new machine has a production of 
2,600 cigarettes a minute, against a previous maximum of 
600. A New Jersey rayon factory is nearing completion 
which will work twenty-four hours a day with only robots on 
the pay-roll—no humans. We could build an automobile 
to run 300,000 miles without overhauling, a pair of shoes 
that would last two and a half years, a cheap razor-blade 
to shave a man from adolescence to the grave without need- 
ing to be sharpened, a road-making machine to be run by 
three shifts of two men each twenty-four hours a day which 
can tear up in a single day an old roadway sixty feet wide 
and eight miles long and build a new one, foundation and 
pavement. 

So say the technocrats. It follows, according to Mr. 
Scott, that we must havea society based, not upon price, but 
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upon energy. “ Technocracy,” he says, “‘ makes one basic 
postulate : that the phenomena involved in the functional 
operation of a social mechanism are metrical.” From this 
admirably lucid postulate, technocracy further assumes 
“that there already exist fundamental and arbitrary 
units which, in conjunction with derived units, can be 
extended to form a new and basic method for the quanti- 
tative analysis ‘and determination of the next most probable 
state of the social mechanism.” 

Technocracy further states that, as all organic and inorganic 
mechanisms involved in the operation of the social microcosm are 
energy consuming devices, therefore the basic metrical relationships 
are: the factor of energy conversion, or efficiency ; and the rate of 
conversion of available energy of the mechanism as a functional whole 
in a given area per time unit. Technocracy accordingly establishes 
a new technique of social mensuration—that is to say, a process of 
determining the rates of growth of all energy consuming devices 
within the limits of the next most probable energy state. 


This might not be so cogent from ordinary men, but 
from a group of research technologists who have been 
working in Columbia University with a series of charts it 
cannot be gainsaid. The “price system” is doomed. 
Down with dollars. Up with the erg, the therm, the calory, 
the kilowatt, the joule. The slavery of man to constantly 
fluctuating values will be at an end. A dollar may mean 
two bushels of wheat or halfa bushel. A pound sterling may 
mean $4.86 or $3.20, but an erg’s an erg for a’ that. 

' So everybody lately has been talking technocracy, and fora 
while it looked as if it might be the very latest thing at the 
coming Easter season ; but several of our economic milliners 
have unkindly said that it was already out of date and would 
not be worn in 1933. One writer says the displacement 
of men by machines is a bogey like Malthus’s bogey of 
man’s outliving his food supply. Another writer had 
pointed out, for example, the mitigations of the evil of 
throwing a lot of clerks and scriveners and monkish copyists 
and incunabulists and illuminators out of work just for the 
sake of newspapers and books and other products of the 
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frinting press and linotype. A third finds that the highest 
merit of technocracy is to rhyme with democracy. Still 
others have said with acidity, and slightly ad hominem, that 
the technocrats are really no brighter than bankers. 

The technocrats themselves have not told us how they 
are going to bring their new energy society into existence. 
There are still some charts to be prepared. 

Still, it does not pay to be too contemptuous either of our 
present social and economic systems, or of the remedies 
and alternatives devised therefor. ‘The only contemptible 
people are the cocksure. No one who has lived through 
the last twenty years can fail to have been impressed by 
the almost incessant strain imposed upon society by 
fluctuations of the price structure—first, the upward trend 
of prices in the war period, which so disastrously affected 
creditors and salaried employees, and now the downward 
trend which theoretically hurts debtors for the benefit 
of creditors, but actually draws everyone to ruin. The 
depression has disclosed the defects of our society as the 
low spring tides disclose the perils of a rocky coast. 

And certainly, whatever the causes of unemployment, 
whether technological or merely temporary, due to the 
rectification of the price structure or deflation or what not, 
it creates a situation which may not be ignored. Its 
treatment has enlisted, and certainly must enlist, our 
“best minds.” 

If there is to be anything like systematic unemployment 
insurance in this country, it must presumably be embodied 
in legislation to be passed by the several states. In time 
we may have forty-eight working (or failing) systems of 
unemployment insurance. Owing to the peculiarities of 
our federal system, short of some drastic constitutional 
amendment, we could not have a federal plan which 
would be applicable to more than a limited class of 
employees, ¢.g., those employed on inter-state railways, 
and, of course, those immediately in the employ of the 
Federal Government. 


344 





The United States: The New Deal 


At present we have no unemployment insurance plan 
in operation and public sentiment is wary of doles. The 
trend is still all in the direction of “ relief ” on an emergency 
basis. 

However, industrial leaders have proposed projects of 
which the most discussed is probably the share-the-work 
plan advocated by Mr. Walter C. Teagle, of the Standard 
Oil Company of New Jersey. This great industrial concern 
adopted in 1930 the policy of spreading the diminishing 
quantity of work, instead of laying off employees. In some 
instances where the labor element is not too large an item 
in the cost of doing business, employers have shortened 
the week without reducing wages. Another plan (the 
so-called New Hampshire plan) exacts a financial contribu- 
tion on a sliding scale from those in the higher wage or salary 
classification, and money thus released is used to pay 
workers in lower brackets. In another variation, work- 
sharing has been accomplished by uniform reductions of 
pay down to an agreed minimum wage. But the sponsors 
of the share-the-work movement admit that it is an emer- 
gency movement. Permanent solutions of unemployment 
have certainly not been reached on this side of the Atlantic. 
We have gone scarcely further than to agree tacitly that 
the future will see a shorter working week and a shorter 
working day. The American Federation of Labor is 
insistent on this. And probably public opinion will 
support it. Thus the next new era will find us preoccupied, 
if not with unemployment, with periods of unprecedented 
leisure. 


IV 


N the great economic issues the battle continues to 
rage. On the one side we find certain economists 
and banking fundamentalists who insist that liquidation 
must run its course, that a balance will finally be reached 
on the new lower level, that relations will be adjusted on 
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that basis, and prosperity will then go forward. On the 
other side we find the inflationists of varying degrees who 
insist that commodity prices must be raised, or else bank- 
ruptcy and debt default will destroy all our national wealth. 
Letting liquidation run its course is like letting pestilence 
run its course. They point out that all the resources of our 
prosperous years are unimpaired—the intelligence and 
industry of our people, our great natural wealth, our match- 
less industrial plants. Let America declare war tomorrow 
and the depression would end ina day. ‘The Government 
would borrow billions. ‘ Patriotism” would come to a 
white heat. Industrial plants would start up. The rail- 
roads would groan under the carloadings. ‘Teeming activity 
would replace rotting stagnation. Banks would bulge with 
new deposits. If it was right, they say, to spend twenty- 
five billion or more to kill men in Europe in 1917-19, is it 
wrong to spend four or five billion to save the lives of 
Americans to-day? We do not wish to go towar. William 
James sought its moral equivalent which should inspire 
men to valor and self-sacrifice. Now we seek its economic 
equivalent to provide the desideratum sought by Mr. 
Maynard Keynes—something which everybody will agree 
that it is proper to spend money for. But this would mean 
inflation. Will inflation be our salvation or our destruction ? 
Like many lesser controversies, this one is fed by using the 
same words in different senses. If inflation means currency 
inflation either from printing new money or grossly debasing 
the old, then all our sane thinkers oppose it, and both our 
political parties are pledged against it. On the other hand, 
if inflation means the expansion of credit, an increase in 
purchasing power and in employment, with an elevation 
of commodity prices, then it is the only sign in which we 
may hope toconquer. If deflation has meant disaster, then 
inflation means hope. And the inflation which we have 
already had through the Reconstruction Finance Corpora- 
tion, the Glass-Steagall Act, and the open market purchase 
of government bonds—all inflationary measures—has pro- 
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bably been largely responsible for our advance from the 
“lows” of lastsummer. To measures of controlled inflation 
it is believed that the new administration leans. 

& me ca oo * 


There is a stir of hope in the air. There has been a 
financial betterment. Banks are investing. ‘‘ High grade ” 
bonds are moving to new “highs.” Deposits in the New 
York banks are increasing, sentiment is improved. The 
new administration typifies new achievements. But with 
the New Deal before us, we are still practically at the 
industrial nadir, with our business and our political 
machinery standing idle. These are dark hours for our 


Republic. 


The United States of America. 
January 31, 1933. 





‘A GLANCE AT TRADE AND 
INDUSTRY 


I. Tue Position To-pay 


HE unemployment returns for January came as a 

sharp corrective to the rather dangerous complacency 
that political speeches during the recess had been dis- 
playing. Registered unemployment reached 2,900,000 on 
January 23, the highest figure yet touched. It was 91,000 
more than in September, 1931, when we left gold, and 
before the purge of the registers by the operation of the 
Anomalies Act and the means test. In January the number 
of the registered unemployed was 175,000 more and the 
number of persons in employment (on the Ministry of 
Labour’s estimate) 76,000 less than twelve months before. 
The seasonal setback was no greater than in the three 
preceding years, but that is all the less encouraging to those 
who have been arguing as though if we waited long enough 
our difficulties would end of themselves. The detailed 
returns are not available at the time of writing, butit appears 
that the January regression was common to most manu- 
facturing industries, as well as to the more markedly 
seasonal trades. ‘This impression of relative stagnation, if 
not actual further decline, is confirmed by most other 
indications. 

It is not, however, a stagnation without hope. The sense 
of imminent catastrophe that overhung Europe twelve 
months ago has lost its oppression, but at the same time 
the unreasoning hopes that were put forward in political 
and economic conferences have become restrained. 
Although a pathetic faith in the World Economic Con- 
ference colours every business forecast and speech, it is 
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becoming tinged with cynicism. The statesmen move so 
slowly. Yet it is only fair to admit that British industry 
in the early months of 1933 has some lighter patches to 
relieve the gloom. As Sir Josiah Stamp has put it, “ there 
are more factors adjusted for recovery at the present time 
than there were twelve months ago.” Our international 
trade remains at a deplorably low level, but the visible 
adverse balance of trade has continued todecline. Allowing 
for the fall in value, the volume of imports was last year 
12 per cent. less than in 1931, and nearly Io per cent. less 
than in 1930. Exports, on the same basis, were 0-4 per 
cent. greater than in 1931, although 23-2 per cent. less than 
in 1930. ‘The January trade figures show no serious worsen- 
ing. We may congratulate ourselves, therefore, on having 
reached some degree of stability, even if it be that of 
“ dragging along the bottom,” and on there being, so far 
as the internal signs go, few obvious grounds to fear a 
bad relapse. The tone is reasonably cheerful, and that may 
mean a good deal. The roughest survey of the position 
of the principal industries serves, however, to remind us 
that natural recuperative forces will be insufficient to restore 
them to full activity. 

The coal industry, for example, displays considerable 
vitality, although the output in 1932 was the lowest (barring 
the strike years of 1921 and 1926) since 1898, and exports 
were smaller than in any year (the war years and 1926 
excepted) since 1899. It is something perhaps that in other 
coal-producing countries the pace of decline has in recent 
months been sharper; their slump came later than ours. 
But what revival the British industry has been experiencing 
is due largely to currency depreciation and to the urgent 
need of retaining a hold on our contracting market for their 
exports that our foreign customers feel. The immediate 
stimulus to coal exports given by devaluation was soon 
watered down by the adoption of counter measures abroad. 
The countries on gold met it by protective devices— 
bounties, embargoes, quotas and taxes; the countries off 
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gold by exchange restrictions. The restrictions were 
particularly marked in Germany, France, Holland, Belgium 
and Spain, and the losses in our coal exports to them 
account for more than the total reduction in British exports 
as compared with the 1931 figure. On the other hand 
there have been gains, which continue, in Scandinavia and 
the Baltic (at the expense of Germany and Poland) and in 
Canada and South America (at the expense of the United 
States). The northern European markets may be con- 
solidated and increased as a result of the present discussions 
about bi-lateral agreements, though whether at the expense 
of further restrictions on the trade of other countries is not 
clear; the worst excesses of the German, French and 
Belgian quotas may soon be trimmed (concessions are now 
under discussion). But it is none the less clear that the 
industry’s future depends on the achievement of a broad 
international settlement, for any general recovery in foreign 
demand, or in the home market, the falling off in which 
was last year mainly responsible for the decline in output. 

Internally the British coal industry can look forward to 
relative freedom from labour disputes—under the concilia- 
tion agreement in South Wales present wages have just been 
continued for another twelve months—and to a disposition 
to co-operate on the part of the men which has not been 
so marked since before the war. The Secretary for Mines 
was able to arrange in December for a joint meeting between 
the national bodies which represent the owners and miners 
respectively, although the latter have not been able to gain 
their cherished wish for the settlement of wages on a 
national basis. It is unfortunate that the conflicting 
interests of the owners in the various districts have not yet 
been reconciled to the point of bringing about the much 
needed improvement in the schemes for regulating pro- 
duction and sale. These have long been promised, but 
extremely slow progress is being made. While the sporadic 
revival of attacks on the whole machinery of the Act of 
1930 do not indicate a widespread and cohesive movement 
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for its repeal, they do indicate that the industry still lacks 
the decisive, unified voice that would be so useful in inter- 
national discussions when trade begins to revive, and an 
effort must be made to avoid a cut-throat European 
scramble, 

An incidental point of some interest in recent months 
has been the diversion of trade with London and the south 
from the midland coalfields to those of the north-east coast 
and Scotland. This increase in coastwise shipments is 
the reflection of the disparity between water and railway 
carriage charges. The former are below the pre-war level ; 
the latter 60 per cent. above it. It was stated in evidence 
before the Railway Wages Board that the London and North 
Eastern Company had lost 2,000,000 tons of traffic in this 
way. This is a remarkable reversion to the great coasting 
trade on which the old north-eastern coalfields were built up. 
It would hardly be supposed that economic history could 
turn so sharply in its tracks. The disequilibrium may not 
persist, although it seems inevitable that with a shrunken 
foreign trade the export districts will try to sell more at 
home. 

One lesson the coal industry has learned from the de- 
pression is that it must study the arts of salesmanship. A 
Coal Utilisation Council has been formed to conduct 
propaganda, to encourage research, and to combat the all- 
conquering march of oil. It has a strong “ Buy British ” 
side, and is not above making such home thrusts as the 
shocking revelation that the Bank of England and the 
Federation of British Industries have their offices heated 
by a foreign fuel! It leads also to local evangelical move- 
ments like the campaign of the Lancashire owners and 
miners to persuade their countrymen to refrain from using 
the coal of the foreigners of Yorkshire and the Midlands. 

Efforts at improvement from outside have not been so 
warmly received. The Coal Mines Reorganisation Com- 
mission, after a long course of persuasive admonition, has 
taken the first steps towards using its compulsory powers. 


351 





A Glance at Trade and Industry 


It intimated in January that it would employ them to bring 
about the amalgamation of the mines in the county of Fife 
and in Cannock Chase. It has also taken preliminary 
action in south Derbyshire and in Leicestershire; and 
voluntary valuations are being made of the mines in the 
three areas of the Lothians, the Forest of Dean, and the 
St. Helens district of Lancashire. The Commission has 
not acted hastily ; it has adopted a piecemeal policy instead 
of its original counsel of perfection of mergers of whole 
coalfields ; but, none the less, it is likely to meet with stiff 
resistance from many individual owners. 

The coal industry puts its trust in the lowering of foreign 
tariffs and impediments to trade. The iron and steel 
industry now puts its trust in the maintenance of the British 
tariff and the removal of the trade impediments of other 
countries. Some signs of improvement are pointed to ; 
as in the case of coal, British iron and steel makers have 
recently lost less ground than their competitors, but, in 
spite of the two years’ protection now assured, the deprecia- 
tion in sterling, and the concessions made in the Ottawa 
agreements, revival is almost entirely contingent on a 
general trade recovery, and a renewed demand for capital 
goods. ‘The industry has set up a framework of committees 
to prepare a reorganisation scheme, but to judge from a 
speech by Sir George May, the chairman of the Import 
Duties Advisory Committee, on January 24, progress has 
not been rapid. Sir George felt it necessary to say that if 
the industry does not reorganise itself “‘someone else is going 
to do it for you.” 

An important development was announced on Noy- 
ember 29. Messrs. Stewarts and Lloyds, with the financial 
backing of the Bankers’ Industrial Development Company, 
are to establish at Corby, in the Northamptonshire iron ore 
field, works for the production of Bessemer basic steel, which 
is not now produced in Great Britain at all. The works 
will include the whole chain of manufacture from the extrac- 
tion of the iron ore to the making of the finished steel tube. 
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During the last quarter shipbuilding has shown signs of 
movement, but it is movement from an exceptionally low 
level. Last year was the worst in its modern history. 
The output of British yards was little more than a third 
of what it was in 1931, and much less than a third of the 
output in any other bad year for half a century. In the 
December quarter, the merchant tonnage commenced 
was no more than 39,403 tons. For the greater part of the 
year work was on hand in only five per cent. of the yards 
of the country. The Clyde output was the lowest since 
1860 ; only one of the dozen yards on the Wear had any 
work, and that only on a couple of small colliers. Belfast’s 
output was one small vessel of 5,869 tons, and at the end 
of the year there was no new ship under construction there. 
The unemployment percentage in December was 63-5 
(in Northern Ireland 82-5). Since November there has 
been some revival of orders for mercantile shipbuilding, 
and it is likely that the amount of new tonnage begun in 
British shipyards in the current quarter will exceed the 
amount in the whole of 1932. Shipowners, as Mr. Runciman 
has pointed out, are beginning cautiously to look ahead. 

In face of the immense quantity of idle tonnage which 
fills all the British harbours—1,971,000 net tons on Decem- 
ber 31—as well as the harbours of all other countries, 
any sign of returning confidence among shipowners is 
encouraging. ‘There has been renewed discussion of the 
possibility of international action for the laying-up or 
scrapping of surplus ships, but the subsidy system seems to 
be an irremovable obstacle. Attention is drawn in another 
article* to the enormous sum found by the United States 
taxpayer (there are signs at last that he himself is beginning 
to turn against it) to cover losses incurred on building or 
operating ships, and almost equally unedifying morals—for 
the domestic taxpayer, and for the prosperity of the British 
shipping industry—might be drawn from the policy of 
Germany, Italy and Japan. The committee of shipowners, 

* See page 256. 
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called together in Paris by the International Chamber of 
Commerce at the end of November, put the position well 
when, in prefacing its demand for the abandonment of 
“‘ uneconomic subsidies,” it declared : 


Failure to respect the principle of the world market has halved 
the volume of international trade, and discrimination and uneconomic 
subsidies in shipping are rapidly destroying the basis of international 
ocean transportation, which is equality of treatment of the vessels 
of all flags in all parts of the world. Free access to an open freight 
market is essential to the prosperity of international commerce, but 
there can be no such market in any country, which is discriminating 
in favour of ships under its own flag. 


The Chamber of Shipping and other representative bodies 
have been strongly urging that the World Economic Con- 
ference should take up the question of shipping subsidies, 
as being a most dangerous and harmful form of trade 
restriction. 

The cotton industry has felt the advantages of sterling 
depreciation longer than most other industries. Last year 
showed a distinct recovery in production, employment and 
trade compared with 1931, but (as we noted six months 
ago) the pace began to slacken in the second half of the year, 
and the last few weeks have seen a further serious falling 
off of demand. ‘There has been no sustained improvement 
among Lancashire’s European and American competitors, 
and the world export trade assumes more and more the 
picture of a fierce contest between Japan and Lancashire. 
For three short months at the end of 1931 Japanese com- 
petition was held off by the Chinese boycott and by her 
attachment to gold. But since Japan abandoned gold 
and let her currency slide, the pressure of her competition 
has steadily increased. Lancashire shippers throw up 
their hands in face of a yen that has depreciated since 
December, 1931, from 36d. to 143d. in terms of sterling, 
a reckless sales policy, and an organisation of production 
that is much more efficient for the purposes of bulk trade in 
cheap goods than Lancashire’s. A few sentences from the 
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latest survey of the world trade in cotton piece goods made 
by the Cotton Trade Statistical Bureau will illustrate the 
situation : 

In India the imposition of the additional tariff on non-British 
piece goods was followed by a drop in imports, but British trade has 
fallen much more seriously than Japanese trade. . . Japanese trade 
with the Straits Settlements has reached record figures. . . Imports 
into the Middle East reveal a further extension of Japanese compe- 
tition. A substantial rise in total imports into Egypt in the third 
quarter of 1932 was entirely due to increased imports from Japan, 
which in September had reached the record figure of 9-6 million 
yards or nearly half the total imports. . . In East Africa, Japan has 
firm control of the market, and although Great Britain did a larger 
trade in 1932 than before the departure from the gold standard, this 
did not prevent a further expansion of Japanese trade. . . In British 
West Africa the bulk of the trade is still held by Great Britain. . . In 
comparison the extent of Japanese competition in this market is 
very small, but there are signs that it is increasing. [Japan ex- 
ported to Nigeria, the Gold Coast and Sierra Leone 1-4 million 
square yards in the first nine months of 1932, against 133,100 square 
yards in 1931 and 20,500 square yards in 1930.] 

The extension of Japanese competition in South America, par- 
ticularly Argentina, bears no relation to the depressed state of these 
markets. Although exports to Argentina from Great Britain, the 
United States and Italy have been falling since August, Japanese 
exports, after a drop in September, continued to increase through- 
out the second half of 1932. . . Japan is maintaining a steady 
trade with South Africa and Australia. 

II. Compretirion anv Imperiat Potitics 
HE internal reactions of this competition are worth 
noticing. Early in December a group of Man- 
chester merchants and producers began an agitation for the 
grant of stiff preferences for Lancashire goods in India, 
the Crown Colonies, Dependencies and mandated terri- 
tories, and, if necessary, the use of compulsion to that end. 
The Manchester Chamber of Commerce took up the case, 
and on December 12 passed a resolution which may 

have a certain historic importance. It declared that 


in countries to which Great Britain grants favourable terms for 
the entry of their products into the British market it is unreasonable 
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and intolerable that Britain’s premier export trade—that of cotton 
goods—should be left without any safeguards against the competi- 
tion of countries with lower standards of living and depreciated 
exchanges, and that the continuance of such favourable terms of 
entry into the British market should be dependent upon full reci- 
procal treatment from the Empire and foreign countries concerned. 

The meeting therefore calls for the imposition of adequate 
preferences on British cotton and artificial silk goods in all parts of 
the Empire where the British Government are free to act, and for 
steps to secure freedom of action in other parts of the Empire at the 
earliest possible date. 

In cases where adequate preferences are not granted preferences 
in the British market should be withdrawn. 


Deputations have waited on Ministers, and in its annual 
report the Chamber has threatened to use “ the political 
weapon ” and to mobilise parliamentary opposition to an 
Indian settlement if Lancashire’s interest in India are not 
safeguarded, and “ the alliance of the Indian millowners 
with the Congress party” is not disregarded. 


This attitude towards the Indian settlement may appear 
rather out of key with British Government policy, and the 
whole basis of the agitation may seem to ignore the obvious 
considerations that India will not surrender her fiscal 
autonomy at the bidding of a manufacturing rival, that the 
creation of a closed colonial Empire would involve the 
denunciation of numerous treaties, and that when all 
has been done only a relatively small portion of Lancashire’s 
world market would be preserved to her ; Japan’s compe- 
tition in all other markets would be enormously intensified. 
But it has to be remembered that the cotton trade did 
badly out of Ottawa; the bickerings with the Canadian 
textile interests left a sense of resentment ; and with the 
zeal of the new convert a good many people in the cotton 
trade are inclined to believe that if we do live in a pro- 
tectionist age there must be cash returns, whatever the 
political consequences. 


It may be doubted whether the intransigent attitude 
towards an Indian settlement based on fiscal independence 
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will persist. There is behind it an element of window- 
dressing and a hope to influence the new Indian budget. 
The more reasonable line of approach, to which Lancashire 
will probably soon return, is that of friendly co-operation 
with India. The discussions during the Ottawa Con- 
ference were helpful, and if Lancashire can show an earnest 
of goodwill by using more of India’s cotton for which Japan 
is a good customer, and can persuade the Indian politician 
and millowner that an economic agreement, free from any 
suspicion of the “ big stick” and fiscal domination, can be 
negotiated, a common policy useful to both Indian and 
British manufacturers might be worked out. 

The dispute between the Ceylon State Council and the 
British Government over the introduction of imperial 
preference is a further illustration of the political reactions 
of the competition in textiles. Cotton piece goods have 
figured largely in the Council’s debates. The fact that 
Japan has captured four-fifths of the trade by her cheap 
goods adds point to the demand for a moderate Io per cent. 
preference in return for the preference Great Britain gives to 
Ceylon’s chief export, tea. But, to quote an illuminating 
letter from a Manchester merchant in Ceylon : 

The great cry among the State Councillors is that the poor man 
here cannot afford to be taxed, that he should be allowed to buy his 
cloth at the cheapest possible price. They forget that it is the poor 
man in England who drinks tea with every meal, who is paying the 


preference on tea, not the rich man who probably has a cup of tea 
in the afternoon only. 


The economics of colonial imperialism call for the striking 
of a fine balance. 

One further point must be made. It is important to 
realise that any return to an international monetary standard 
to which Japan was not a party would leave British trade in 
the East extremely vulnerable to attack. 





A Glance at Trade and Industry 


III. Tue Rattway Prosiem 


HE only serious labour dispute on the horizon is that 
on railway wages. During the last three months 
there has been a settlement of outstanding labour troubles 
in the cotton industry, notably the conclusion of an agree- 
ment on the system of working more looms to a weaver, the 
earlier disputes on which have been described in previous 
issues,* and new conciliation machinery has been set up by 
which, for the first time, an independent chairman and inde- 
pendent members are introduced to guide the disputants to 
a peaceful issue. The principle was adopted from the 
conciliation machinery of the railways. A few weeks after- 
wards, however, the railway machinery itself produced 
something like a deadlock. The report on the hearing of the 
companies’ claim for an increase of the temporary reduction 
on earnings to Io per cent. (subject to a minimum of 38s.) 
was issued on January 13. There were actually six reports : 
the companies’ representatives held to their full demand 
and had the backing of the members nominated by the 
Federation of British Industries and the Associated Cham- 
bers of Commerce ; the union representatives opposed any 
further cut and were supported by the nominees of the 
Trades Union Congress and the Co-operative Union ; the 
chairman, Sir Harold Morris, was the only member to offer 
a middle course. He suggested a small addition to the 
present temporary reductions, the effect of which would be 
to save the companies less than {1,000,000 a year, instead 
of the £4,600,000 which they had estimated their demand 
would amount to. The result was certainly inconclusive. 
Could it be urged that the report of a single member (the 
chairman) was a valid finding of a board of 17? Or was it, 
as the unions argue, of no more account than the other 
* Tue Rounp Taste, No. 85, December, 1931, p. 132; No. 86, 
March, 1932, p. 364; No. 88, September, 1932, p. 848. 
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reports which cancelled each other out ? The companies, 
desirous above all things of maintaining the conciliation 
machinery in effective use, decided to accept the chairman’s 
finding and threw the onus of refusal on the unions. The 
unions have refused to accept it, but the companies, except 
for announcing that they have “ in their judgment fulfilled 
the obligations placed on them under the Act which con- 
stituted the National Wages Board” (the Railways Act, 
1921), have not disclosed what their next step is to be; 
they must now, they wrote on February 2, “ proceed to 
consider afresh the situation thus created.” 

The situation is not at all clear. The Government has 
promised to introduce a Bill based on the Salter report 
before Easter, but the extent to which it is prepared to 
go in giving railways relief from the competition of their 
road competitors is not known. The unions have placed 
themselves in a position of antagonism to any wage cuts 
from which it will be difficult for them to recede. The 
campaign against reductions was conducted with some 
violence of language before the Board began its hearing, 
and the spirit of no-compromise has been fanned since. 
The result of the Irish strike may have a close bearing on 
their policy. 

The Irish Railway Wages Board in November decided by 
a majority (the chairman, companies’ and employers’ repre- 
sentatives on one side; the unions’ and Labour repre- 
sentatives on the other) in favour of increasing the present 
temporary reduction in earnings from 43 per cent. to Io per 
cent. (the companies had claimed 15 per cent.). The 
companies threatened to put the increased reduction into 
operation on December 26, and the unions threatened to 
strike. Mr. de Valera bought a truce for the Free State 
by offering a subsidy to the companies until the end of 
April and a new Transport Bill. The companies in 
Northern Ireland gave a month’s grace but refused to 
negotiate any substantial concession. The railways of 
Northern Ireland, with their connections in the Free State, 
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stopped on January 30, and at the moment of writing there 
is no settlement. The Irish transport problem has the same 
features as Great Britain’s, and calls for the same kind of 
remedies—the co-ordination of road and rail under national 
regulation, regardless of any arbitrary political boundary. 


* * * * 


This rather desultory glance at some of the current 
movements in British industry has been mainly taken up 
with the exporting industries and their problems. A study 
of the home market and some of the minor and newer 
industries would help to present a more heartening picture. 
Less has been heard in recent months, perhaps, of the new 
trades and new factories that foreigners are hastening to 
plant behind the tariff wall, but the migration has con- 
tinued. It has not yet, however, affected our industrial 
balance, and it may produce incidental drawbacks. One 
such was alluded to by Mr. Kenneth Lee in a recent speech 
—the danger that the new factories may be used merely as 
branch producing units, and that all the scientific research 
work will be done by the parent company at home. A 
closer analysis might also have added, on the credit side of 
British industry, the gathering of opinion about the value 
of scientific research. All the chairmen of the Big Five 
banks used the theme in their annual addresses, and it may 
be inferred from Mr. J. Beaumont Pease’s speech, research 
is now to receive special financial consideration from the 
banks. 

But essentially the problem of recovery remains inter- 
national. Such a measure of stability as we have reached, 
and such a measure of relative advantage as the favourable 
movement of our trade in recent months and the strengthen- 
ing of our financial structure gives us over those of other 
great industrial nations, is not enough on which to base a 
confident faith that the “ upswing ” of the cycle is plainly 
before us. National forces may be working for recovery but 
they will not be sufficient of themselves. The difficult 
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negotiations with the United States and the wider dis- 
cussions of the World Economic Conference (now unfor- 
tunately being pushed ever further forward into the year) 
are the next stages. Unless they end in a rational adjust- 
ment of international debts, in an arrest of the decline in 
prices, in the lowering of trade barriers of all kinds, and in 
the rebuilding of a smoothly working mechanism of 
exchange, the major conditions of world recovery will still 
be wanting. 





FOREIGN LAW IN THE BRITISH 
EMPIRE 


I. British AND ConTINENTAL CoLoniAt Poticy 


N October 31, 1807, Napoleon wrote to his brother 
Louis, King of Holland : 


Je désirerais que vous ordonnassiez qu’a partir du ler janvier 
prochain le Code Civil sera la loi de vos peuples 


Louis’ reply has not been preserved, or at any rate pub- 
lished. But it is evident from the rejoinder it elicited that 


he had ventured to suggest that the immediate incorpora- 
tion of the Code Civil en bloc into the law of Holland was 
open to objection. 

Napoleon’s retort was characteristic : 


Si vous faites retoucher au Code Civil, ce ne sera plus le Code 
Civil. Je ne vois quel temps il vous faut, ni quels changements il ya 
4 faire, ni le tort que cela fera aux fortunes particuliéres. . . . Une 
nation de 1,800,000 4mes ne peut pas avoir une législation a part. Les 
Romains donnaient leurs lois a leurs alliés, pourquoi la France ne 
ferait-elle pas adopter les siennes en Hollande. . . . Cela resserre les 
liens des nations d’avoir les mémes lois civiles.() 


Napoleon’s reference to the practice of the Romans was 
historically incomplete, if not incorrect, for the pretor pere- 
grinus elaborated for the stranger within the gates of Rome 
a system of jurisprudence which was quite distinct from 
the old jus civile, and in many of the countries subject to 


i, Correspondance, Vol. 16, p.131. Ibid. p. 161, November 13, 1807. 
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her sway, Rome was not altogether indisposed to leave 
the field of local customs and usages alone. But Louis 
had no qualification for the réle of critic of his brother’s’ 
legal history, and the passage above cited is undoubtedly, 
in the main, an accurate statement not only of Napoleon’s 
own habitual procedure but of French and, indeed, of 
continental colonial policy. The mandate system, in- 
augurated in 1920 under the auspices of the League of 
Nations, has now secured, for local customs and usages, 
permanent recognition in the new dispensation of inter- 
national administration. 

At all stages in her history, France tended to impose her 
own law for the time being on her colonies and dependen- 
cies. The policy of Holland is expressed in the first article of 
the Instructions issued in 1623 by the Council of the United 
East India Company for the guidance of colonial governors 
and other officials : 


As well generally as in special cases (whether civil or criminal), 
at Batavia and all other places under the dominion of the Company, 
justice shall be done in accordance with the instructions and customs 
which are as a rule observed in the United Provinces of the Nether- 
lands . . . until such time as other special instructions be made. 


Neither France nor Holland attempted to introduce into 
their colonial system the whole volume of French or Dutch 
legislation and jurisprudence. An eclectic policy, as we shall 
see hereafter, was pursued by both. But neither of them 
stayed to inquire too curiously whether a new colony had any 
common law that was worth preserving. Spain followed the 
same course. Germany’s entrance into the field of colonial 
expansion is of recent date, but even those who might 
challenge President Wilson’s dictum that she acted, in 

‘9 Thus, on May 15, 1808, in a letter to Junot (Correspondance, Vol. 17, 
p- 134), he says ; “ Y aurait-ilde’inconvénient 4 faire publier le Code Napoléon 
en Portugal”; and on May 19, 1808 (ibid. p. 166), he directs Joachim to 
sound the Council of Castille as to its introduction into Spain. 


® Burge, Colonial and Foreign Law, 2nd Edition, Vol. 1, p. 99. Holland, 
of course, recognised native customs and habits. 
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dealing with her overseas dominions, as if her interests were 
coincident not with the progress of her native subjects but 
with their extermination, will not affirm that she displayed 
any undue tenderness to indigenous common law. 

From the fetters of continental colonial policy, England 
was saved by a well established principle of her constitu- 
tional law, that whereas in colonies founded by settlement 
the settler takes with him the law of England, or such 
portions of it at least as are applicable to his new surround- 
ings, in those acquired by conquest or cession, the existing 
law remains in force, mutatis mutandis, unless and until 
it has been abrogated by the new governing power. ‘The 
authority of this rule, and the innate genius, of which it 
was the expression, of the English race for colonial adminis- 
tration, predisposed our ancestors to lend a willing ear to 
the appeal of peoples of whose destinies, by the fortune of 
war or the vicissitudes of diplomacy, they were about to 
assume control, that the maintenance of the subsisting law 
should be guaranteed in treaties of capitulation or cession, 
and even, in the absence of conventional stipulations, to 
acquiesce in its continuance. 


II. Frencn Law 1n tue Britisu System 


T may be of interest to attempt a rapid survey of the 

different systems of foreign law that find, or at one 
time or another have found, lodgment within the limits of 
the British Empire under the egis of this policy, and to 
note in very general terms the extent to which they have 
severally been abrogated or retained. The foremost place 
must be assigned to the law of France. It had passed 


©) Campbell v. Hall (1774), 20 St. Tri. 323 ; Ruding v. Smith (1821), 2 Hage. 
C.R. at p. 382 ; 1 St. Tri. N.S. 1062. 

® Fournal Comparative Legis. N.S., Vol. 10, p. 93 (lectures delivered by 
Sir Alexander Wood Renton, G.C.M.G., K.C., at University College, Lon- 
don, in May 1909, on “ French Law within the British Empire’), and 
Bulletin de la Société Frangaise de Législation Comparée, 1932, p. 88.“ Le 
Droit Frangais dans l’Empire Britannique,” paper read before the Hague 
Academy of Comparative Law on August 7, 1931. 
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through several stages of development. First came the 
period when the whole country was divided, for juridical 
purposes, into two great tracts of territory—the pays du 
droit coutumier in the north, where various, and to some 
extent conflicting, bodies of customary law—the most 
important of which were the Customs of Normandy, Paris 
and Orleans—prevailed : and the pays du droit écrit in the 
south, where the civil law, modified by so-called “barbarian” 
usages was in force. Voltaire has told us that the confusion 
and the uncertainty resulting from these different systems 
of jurisprudence were such that the traveller in France 
changed laws as often as he changed post horses. Probably 
the situation was not so bewildering as Voltaire made it 
out to be. In the pays du droit coutumier, the civil law 
was resorted to where custom was silent. The influence of 
custom made itself increasingly felt in the pays du droit 
écrit, and a large body of law, including obligations, appears 
to have been the same for the entire kingdom. In any 
event, a second stage of development was entered upon 
when, from the time of Charles VII onwards, the customs 
were reduced into writing. Then the royal power of 
legislation by ordinances was utilised, as in the ordinances 
of Colbert and D’Aguesseau, in the practical codification 
of whole branches of the law. Every corner in the field of 
French jurisprudence was covered by the immortal com- 
mentaries of Pothier. Finally, the demonic genius and 
energy of Napoleon” took charge of the situation. The 
codes were completed, and the aspiration of Louis XI that 
there should be one law for the realm of France was 


fulfilled. 
The Channel Islands 


The earliest point of contact between French law and 
the British Empire is to be found in the Channel Islands, 
which, forming part originally of the Duchy of Normandy, 

He presided at 74 out of 160 sittings of the Conseil d’Etat that 


considered the draft of the Code Civil, and his speeches are recorded in 
Locré. 
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descended, with the Duchy, to William the Conqueror, 
passed on his death to his elder son, Robert, while William 
Rufus succeeded to the Crown of England, and were re- 
united with Normandy to England by Henry I.® Since 
the time of John, they have, in the language of Hale, been 


enjoyed by the Crown of England, although they are still governed 
by their ancient Norman laws. 
Those Isles (said Coke in Calv1n’s case in 1608) are no parcel of the 


realm of England, but several dominions enjoyed by several titles and 
governed by several laws.“ 


The States of Jersey,“” making use of a power analogous 
to that of the old French Parlements, have claimed the 
right to arrest the operation of Orders in Council to which 
they take exception by denying to them the seal of regis- 
tration which, as such measures, in their application to 
Jersey, rest on the royal prerogative, is essential to their 
validity.°” But, under the Interpretation Act, 1889," the 
expression “ British Islands” includes the “ Channel 
Islands ” for the purposes of that Act, and of every Act 
passed after its commencement, “unless the contrary 
intention appears,” and the Imperial Parliament has made 
free use of the power conferred by that enactment. 

The common law of Jersey is still based on the Custom of 
Normandy, embodied in Le Grand Coustumier du pays et 
Duché de Normandie—a statement of the law as it existed 
in the time of John, and on the commentaries of Terrien, 
who wrote long after the" separation of the Duchy from 


® Forsyth, Cases and Opinions on Constitutional Law, p. 391. 

® History of Common Law of England. 

40 7 Co. Rep. 21 1. 

@D A similar claim has been made good by Guernsey, although no pre- 
cedent on the point is to be found in the reports of the decisions of the 
Judicial Committee. 

(22) Report of Jersey Commissioners 1860-61, p. V: In re the States of Fersey 
(1853), 9 Moo. P.C. 185 : In re Daniel (1891), 8 St. Tri. N.S. 314. 

3) 52 and 53 Victoria c. 63, S. 18 (1). 

“® La Cloche v. La Cloche (1870), L.R. 3 P.C. 136, 
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England. The Customs of Orleans and Paris are not in 
force in Jersey, but may be referred to as ratio scripta.“ 

In Guernsey, the Grand Coustumier has never been so 
fully received as law as in Jersey, and the principal authori- 
ties on the customary law are the Approbation des Loix, a 
commentary on Terrien, confirmed by an Order in Council 
of October 27, 1581, and the Précepte d’ Assise, a statement, 
probably framed by the Royal Court, of what the inhabi- 
tants considered at an early period to be their rights and 
privileges.“ ‘The Channel Islanders have clung with 
singular tenacity to their ancient laws, which regulate still, 
with modern statutory modifications,” the tenure of real 
property and testamentary and intestate succession. The 
proceedings and oral pleading in the Courts are, in prin- 
ciple, in French, although witnesses may give evidence in 
English. It is mainly in the region of the criminal law that 
English ideas have asserted themselves. But the old 
Clameur de Haro, a form of appeal to justice by which 


encroachments on property are promptly brought before 
the Courts, still survives. 


Scotland 


Considerations of space preclude anything more than a 
passing reference to the influence of France upon the law of 
Scotland. In its earliest structure, Scots law approximated 
closely to the Statute Law of England. During the 
existence, however, of the “‘ Ancient League,” into which 
France and Scotland were driven by mutual hostility to 
England, a change took place. The law of Scotland became 
assimilated to that of Rome. Holland, at a later stage, 


45) La Cloche v. La Cloche, ubi. sup. at p. 138: Falle v. Godfray (1888), 
14 A.C, et p. 76. 

16 Fo. Comp. Leg. N.S., Vol. 10, p. 96. 

a See, ¢.g., Law of July 13, 1928, confirmed by Order in Council, and 
registered on September 8, 1928, which provides that a woman, on marriage, 
shall retain, notwithstanding marriage, all her rights as a feme sole. This 
law, which is founded on the English Married Women’s Property Acts, 
was drafted in English, in order to’enable the local Courts to avail themselves 
of English decisions in construing it. 
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contributed to this transition. But that France played an 
important part in it is clear. ‘The terminology of Scots law 
contains numerous traces of French influence. A bank- 
rupt is a “ dyvour” (devoir): advocate (avocat) and pro- 
curator (procureur) are equivalents of barrister and solicitor : 
a successful defendant is “ assoilzied” (Old French, 
absoillé): to “ compryse” (comprendre) is to attach for 
debt: the right to decline trial by a particular judge is 
“‘ declinature ” (déclinatoire) : a man’s property or means 
is his “ valiant” (vaillant): to bribe is to “creish” 
(graisser la palme). Moreover, in its constitution, in its 
powers, in the privileges of its members, and in its original 
procedure, the Court of Session, established by James V, 
in whose reign the “ Ancient League ”’ was at its zenith, 
was a reproduction of the French Parlement in miniature. 
As regards the Scots Bar, the most distinctive French 
feature is that its head is the popularly-elected Dean (or 
doyen), whose badge of office, an ebony baton, assimilates 
him to the bdétonnier of the French Bar. The Act of 
Union between England and Scotland, which in 1707 
created one legislature for the two countries, maintained 
their existing separate laws and courts, except so far as 
these were affected by the Act itself or by subsequent 
legislation, 

with this difference betwixt the laws concerning public right, policy 
and civil government and those which concern private right, that the 
former might be made the same throughout the whole United 
Kingdom, but that no alteration be made in laws which concern 
private right except for the evident benefit of the subjects within 
Scotland.) 

The maritime law of the two countries has now been 
declared to be the same,“ but Scotland still retains her 
own private law, and at least on one important point— 
legitimation per subsequens matrimonium—England has 
recently adopted it.” 


“8) 6 Anne, c. 11., Art. 18. 

|) Currie v. McKnight (1897), A.C. 97. 

°°) Legitimacy Act, 1926 (16 and 17 George V), V.c. 60. 
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Canada 


It was, however, in Canada, St. Lucia, Mauritius and 
Seychelles, that French law found its real field of operation. 
The province of Quebec, in which the first French settle- 
ment had been established by Champlain in 1608 after 
a century and a half of vicissitudes, was ceded to England 
by the Treaty of Paris in February 1763. The law then in 
force consisted of (i) the Custom of Paris, and the ordinances 
prevailing within the jurisdiction of the Parlement de Paris, 
except such as were clearly not intended to take effect 
outside France; (ii) the arréts of the Conseil du Rot, set 
up in Quebec by an edict of Louis XIV in April 1663, and 
the ordinances published between 1663 and 1763 and, in 
both cases, duly registered by the Council” ; (iii) the ordi- 
nances of the administrative authorities, particularly those 
of the Intendants, who presided at the Council and were 
invested with powers of legislation ; (iv) the judgments of 
the Courts. 

For a time, the fate of French law in Quebec was un- 
certain, The Treaty of Paris had been silent on the subject, 
and a Royal Proclamation of September 17, 1764, clearly 
envisaged the establishment of Courts of Justice, framed 
after English models, and indeed the introduction into the 
colony of English law itself. It was only in cases between 
natives, where the cause of action arose before October 1, 
1764, that “the French laws and customs were to be 
allowed and admitted.” Moreover, the French Canadians 
themselves appear at first to have failed to realise the danger 
that threatened their ancient law, and even at times to have 
taken advantage of either French or British jurisprudence as 
best suited their immediate purpose.®” A curious illus- 
tration of this phenomenon is furnished by a case in which, 

©) See Hutchinson v. Gillespie (1844), 4 Moo. P.C. 378: Les Soeurs 
Dames Hospitaliéres de St. Foseph de PHétel-dieu de Montreal v. Middlemiss 
(1878), 3 A.C, 1102, 1119: Symes v. Cuvillier (1880), § A.C. 138. 


) For details, see Plan of a Code of Laws for the Province of Quebec, 
reported by the then Advocate-General (Marriott) in 1774. 
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in a dispute between a British and a French settler as to 
the purchase of an estate, the former invoked the law of 
France, while the latter appealed to the law of England! 
Ere long, however, the question of the maintenance of the 
old French law in Quebec was definitely raised, and in 1774, 
the Act of Quebec provided that, in all matters of con- 
troversy relative to property and civil rights, resort should 
be had to the law of Canada as the rule of decision.“ 
That law is now embodied in the Civil Code of Quebec, 
which came into force on August 1, 1866, and abrogated, 
as from that date, all the old law wherever it was incon- 
sistent with the Code, or dealt with matters for which the 
Code provided. A companion Code of Civil Procedure 
was enacted on June 28, 1867. The Commissioners for 
the codification of the laws of Lower Canada, by whom the 
Quebec Codes were prepared, were required to insert in 
their drafts the civil laws of a general and permanent 
character actually in force, to exclude those that had become 
obsolete, and to give their suggested amendments apart 
and distinct from the text of the existing law, with the 
reasons and authorities for every change proposed. In the 
execution of this task, the Commissioners drew their 
material from all sources—the old French law, the Code 
Civil—with a bent, however, in favour of the former, for 
Quebec always has been, and still is, Ja fille de la France 
coutumiére,”” the law of England, and even on some 
points, the Civil Code, also French in character, of 
Louisiana. The criminal law of England has, since 1763, 
been accepted,®” and in the constitution of the maritime 
and commercial laws of Quebec both the French Maritime 
Code of 1681 and Code of Commerce and the laws of 
England, Scotland and America have borne a part. 

5) 14 George III, c. 83. 

9 And see §. 129 of the Federation Act of 1867 (30 & 31 Vic. c. 3). 

(2) See art. 2613. 

°°) Mignault, Droit Civil Canadien, Vol. IV, p. 439 . (b). 


7) See now the Criminal Code for Canada (Dominion legislation) which 
came into force on July 1, 1893. 
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The West Indies and Mauritius 


In St. Lucia alone among the West Indian Islands has 
the influence of French law definitely survived. The 
French claimed it by length of occupation, under an edict 
of March, 1642; the English pretentions to it rested on a 
settlement of 1649. Under the French régime it was 
administered first by the West India Company, and after- 
wards as a dependency of Martinique. The main subse- 
quent stages in its history were these—capitulation to 
England in 1762, restoration to France by the Treaty of 
Paris in 1763, fresh captures by England in 1778, 1794 
and 1796, surrenders to France by the Treaties of Versailles 
and Amiens, recapture by England in 1803, and final cession 
to the British Crown, “in full right and sovereignty ” by 
the Treaty of Paris in 1814. The French laws which 
England found in force in St. Lucia had been established 
there in 1681 by an arrét of the Conseil Supérieur of Mar- 
tinique, and consisted of the Custom of Paris, certain of 
the old codifying ordinances of the French Kings and the 
Slave Code—the Code Noir—of Martinique. 

It is doubtful whether there was any express guarantee 
by England of the maintenance of French law in the island, 
and its continuance would seem to have depended largely 
on the rule that the law of a conquered or ceded colony, at 
the time of conquest or cession, remains in force till it has 
been altered by the new governing authority. A Civil 
Code, prepared “ upon the principles of the ancient law,” 
but closely following the provisions of the Quebec Code, was 
enacted in 1879. A Code of Civil Procedure was brought 
into force in 1882. In other matters, radical changes had 
already been made. English was made the language of 
the Law Courts in 1842. English commercial law was 


8) According to Ilbert (Legis. Methods and Forms, p. 169), some old 
French arréts still exist in St. Vincent. In Grenada the usual English policy 
was departed from. English law was introduced into the Colony by Royal 
Proclamations of December 19, 1764, and January 10, 1784. 
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introduced in 1844, and trial by jury in 1848. The criminal 
law of France was abolished in 1875; and in 1888, were 
enacted a Criminal Code and a Code of Criminal Procedure, 
framed on the lines of English law. 

Mauritius and its “ dependencies ”’—a category then 
including the Seychelles—were ceded to England by France 
under a Capitulation, dated December 3, 1810. The eighth 
article of this instrument expressly preserved to the 
inhabitants their religion, laws and customs. The Capitula- 
tion was confirmed by a Proclamation of December 5, 1810, 
but the Treaty of Paris, 1814, ceded Mauritius and its 
dependencies to England “ in full right and sovereignty,” 
and contained no reference to the preservation by the 
Capitulation and the Proclamation of 1810 of their then 
existing laws to the inhabitants. Mauritius had been used 
as a port of call by the Portuguese and occupied by the 
Dutch ; but neither Portugal nor Holland have left any 
traces of their influence in the laws of the colony. Posses- 
sion of the island was taken on behalf of the King of France 
in 1715. It was subsequently administered (i) from 1721 
to 1767, by the French East India Company (the famous 
Mahé de Labourdonnais* was governor from 1735-1746; (ii) 
from 1767 to 1790, for the French Crown, by a Conseil 
Supérieur ; (iii) from 1790-1803, by the Governor and 
Colonial Assembly; (iv) from 1803-1810, by General 
Decaen, Captain-General of the French possessions east of 
the Cape. 

The French laws in force in Mauritius in 1814 were (a) 
those enacted down to 1787 and collected in the Code Delaleu 
—so-called from the name of its compiler, a member of the 
Conseil Supérieur ; (b) laws enacted between June 1787 
and September 1803; (c) the Code Decaen—named after 
General Decaen, coming down to 1810, and containing the 
arréts which successively introduced, with modifications, 
the Code Civil of 1805, the Code of Civil Procedure and 
the Code of Commerce. Neither the Code Pénal nor the 

* The Governor in Paul et Virginie. 
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Code d’Instruction Criminelle was ever promulgated in 
Mauritius. For substantive criminal law, recourse was 
had till 1838 to the old French penal law of October 6, 1791 ; 
and the French Criminal Ordinance of 1670 regulated, in 
the main, criminal procedure in Mauritius till 1831. In 
1838, a penal code, a local adaptation, in French and 
English, of the Code Pénal, was introduced and it is still 
in force. It maintains many of the special features of the 
French Code Pénal. Thus, in cases of murder (assassinat) 
as distinguished from manslaughter (meurtre), affirmative 
proof of premeditation is required, although it must be 
admitted that decisions of the French courts as to the 
instantaneous character that premeditation may assume, 
rob this distinction of some of its importance. The Code 
of Civil Procedure and the Code of Commerce have been 
largely replaced in Mauritius by local legislation. An 
Order in Council of 1841 directed that all Acts and Pro- 
clamations should be drawn up in English, and another of 
1845 prescribed, as from July 15, 1847, the use of the same 
language in the proceedings of the courts. Evidence may 
be, and is, taken in French, where the judges and counsel 
understand it (as they invariably do) without interpretation. 
A Proclamation of April 29, 1815, confirmed the main- 
tenance in the “ dependencies ” of Mauritius of the old 
French laws of that colony. The effect of this stipulation 
was to constitute the Code Civil of 1805, the Code of 
Civil Procedure and the Code of Commerce as the law of 
Seychelles. Seychelles was erected into a separate colony 
in 1903. The Order in Council which created its new 
legislature confirmed the operation in the colony of the 
laws in force in Mauritius in that year, but empowered the 
legislature of Seychelles to repeal any such law either in 
terms or by necessary implication. The French laws now 
in force in Seychelles are, therefore, those applicable to it 
as a “dependency ” of Mauritius in 1803, unless affected 
by its own local legislation, : 


@ Ord. 29 of 1891. Aliter, as regards the “ creole ” patois. 
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We come now to the Roman-Dutch law,“ which is still 
the common law of Ceylon and the Union of South Africa, 
and held the same place in the legal system of British 
Guiana, till it was formally abrogated in 1917. 


III. Roman-Dutcu Law 


HE development of the law in the Low Countries 

followed a course similar to that of its development in 
other parts of the Roman Empire. Each province had its 
own customs, which the Roman law did not supplant, and 
which, as time went on, were collected and published, 
expounded by courts and commentators and supple- 
mented, as sources of law, by tentative efforts at codification 
and, as in France, by royal ordinances. In nearly all the 
provinces, however, the civil law, the study of which had 
revived throughout Europe from the eleventh century 
onwards, was recognised as an underlying authority, 
There was thus gradually built up a system of jurisprudence 
of which the Roman law is the framework, with Dutch 
additions, consisting of judgments, local laws and customs. 
To this system was given the now historic name of Roman- 


Dutch law. 


The Dutch, as we have seen, carried their law with them, 
to their possessions “ beyond the seas.” ‘The English rule 
of colonial administration was that the law of a conquered 
or ceded colony remained in force till it had been altered by 
competent authority. The Dutch rule was exactly the 
reverse. As formulated in the Instructions of 1623, it 
proclaimed the supremacy of the law of Holland “ until such 
time as other special instructions shall be made.” But it 
was not the entire body of Roman-Dutch law that was thus 


‘9 On the whole subject, see Burge, Colonial and Foreign Law, 2nd 
edition, Vol. I, pp. 6; et seq.: and Lee, Introduction to Roman-Dutch L aw, 
3rd edition, 1931. 
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introduced. An elaborate compilation of those portions 
of the law that were considered suitable for colonial terri- 
tories was prepared. It was promulgated for Batavia in 
1642 and sanctioned by the Council of the United East 
India Company in 1650, and is known as the “ Statutes of 
Batavia.” Although these Statutes had the force of law 
only in the town and district of Batavia, they formed in 
practice a code for the whole of the dominions of the Dutch 
East India Company. A revised edition of the Statutes was 
issued in 1766. The Statutes of Batavia are sometimes 
described as the “ Statutes of India ” in order to mark the 
extent of their sway. 

In the territories belonging to the Dutch West India 
Company, which was constituted in 1621, the law applicable 
was prescribed by an “ Order of Government ” sanctioned 
by the States-General in 1629, and based mainly on the 
Political Ordinance of 1580, which was the customary law 
of South Holland and Zeeland. 


Ceylon 


The maritime provinces of Ceylon were governed by the 
United East India Company from 1658 to 1796 and the 
Statutes of Batavia, both old and new, were in force.®” 
These provinces were occupied by the British in 1796, and 
ceded to England at the Peace of Amiens in 1802. A 
proclamation dated September 23, 1796, enacted that : 


the administration of justice and police . . . should be thenceforth 

. exercised by all courts . . . according to the laws and institu- 
tions that subsisted under the ancient government of the United 
Provinces, subject to such deviations and alterations (as might be) 
by lawful authority ordained and published. 


In terms of this proclamation, Roman-Dutch law is still the 
common law of the maritime provinces of Ceylon, except 


SD Van Cleef’s case (1773), Vanderstraaten’s Reports, 1869-1871, Appendix 
A, p. XXVII. 
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in the cases, on which something shall be said presently, 
where a personal law applies.“ The reserved powers 
of “deviation” and “alteration” have, however, been 
freely exercised. English maritime,“ and large portions 
of English commercial, law have been introduced : the 
system of “ fideicommissa ” (substitutions) has been qualified 
by legislation following in some measure the English law 
of trusts, and the penal law and laws of evidence and civil 
and criminal procedure have been codified after the Indian 
models. 

The province of Kandy, which was never occupied by the 
Dutch, was ceded to Great Britain on March 2, 1815, by 
a convention, which guaranteed to 


all classes of the people the safety of their persons and property, 
with their civil rights and immunities, according to the laws, insti- 
tutions and customs, established amongst them. 


The Kandyan law, a body of unwritten customary law 
introduced and developed by the original Aryan conquerors 
of the island and constituting, perhaps, at first the common 


law of the whole country, but gradually driven from the 
maritime provinces, is still in force and constitutes one of 
the most difficult systems of jurisprudence that the Courts 
have to administer. The Roman-Dutch law has been 
extended to the province of Kandy in cases for which the 
personal law does not provide. 


South Africa 


The pivot of the influence of Roman-Dutch law in South 
Africa was Cape Colony. The Dutch established at Table 
Bay, in 1651-52, a settlement which was to form part of. 


‘32) The Supreme Court has always held itself at liberty to consider whether 
any particular rule of Roman-Dutch law ever was introduced into Ceylon and 
this attitude has been approved by the Privy Council : See Karonchihamy v. 
Angohamy (1904), 8 N.L.R. 1: British Petroleum Company v. A.G. of 
Ceylon (1926) A.C. 417. 

3) Ord. 5 of 1852. ‘ Ord. 22 of 1866. $5) Ordinance § of 1852. 
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the East Indies, and to which, therefore, the Statutes of 
Batavia were applicable. In all cases in which the Statutes 
were silent, recourse was to be had to “ the laws, statutes 
and customs of the United Netherlands,” and, in the last 
resort, to the law of Rome. 

Cape Colony was first occupied by a British force in 
1795. The Treaty of Amiens restored it “tothe Batavian 
Republic, in full sovereignty.” It was again occupied by 
the British in 1806, and finally ceded to Great Britain by 
the Treaty of Paris in 1814. ‘The law in force is the Roman- 
Dutch law as it existed at the Cape at the time of the 
second British occupation, i.¢., in 1806, subject to its 
development during the nineteenth century, and to statu- 
tory changes made since then, or modifications introduced 
by local customs.® Thus, for example, the practice of 
the Courts as regards procedure and evidence has been 
modified on English lines,®” and the maritime and shipping 
law of England was adopted in 1879, so far as it was not 
inconsistent with any Ordinance or Act of Parliament in 
force in the colony. 

In Natal, which was separated from Cape Colony in 
1845, the common law is the Roman-Dutch law, as accepted 
and administered by the legal tribunals at the Cape up to 
August 27 in that year, with local statutory modifications. 
In the Transvaal, under the regime of the Republic, the 
Roman-Dutch law was, in 1844, declared to serve “as a 
basis, yet upon a reasonable system and in accordance with 
the usage of South Africa, and for the benefit and welfare of 
the community.” This enactment was felt to be some- 
what vague, and in 1858 it was provided that “ the law-books 
of the State” should be, in order of authority, (i) the works 
of Van der Linden ; (ii) the Commentaries of Van Leeuwen, 

6) Seaville v. Colley (1891), 9 Juta 39; Scott v. A-G. (1886), 11 P.D. 130, 
131; Denyssen v. Mostert (1872), L.R. 4 P.C. at p. 253. 

87) Nathan, Common Law of South Africa, Vol. I, p. 20. 

38) No. 8 of 1879, ss. I and 2. 


‘ Art. 31 of the Thirty-three Articles of April 9, 1844, ratified on 
May 23, 1849. 
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and (iii) the Introduction of Grotius.“ On the annexa 
tion of the Transvaal in 1902, the maintenance in the colony 
of the Roman-Dutch law, “ except in so far as it is modified 
by legislative enactment,” was affirmed.“ In the Orange 
Free State, Article 57 of the Constitution of February 23, 
1854, declared the Roman-Dutch law to be the common law 
of the State. The term “ Roman-Dutch law ”—and here 
again the influence of the Cape asserted itselfi—was inter- 
preted by a later enactment) to mean that law 


in so far as it was found in force in Cape Colony at the time of the 


appointment of English judges in the place of the previous existing 
Council of Justice. 


In the Orange Free State, on its incorporation into the 
British Empire, Roman-Dutch law was, as in the case of 
the Transvaal, expressly preserved. 


British Guiana 


The three settlements of Demerara, Essequibo and Ber- 
bice were held by the Dutch from the Peace of Breda in 
1667 to the outbreak of war between Great Britain and 
Holland in 1795. ‘They capitulated to a British fleet in 
1796, were restored to Holland by the Treaty of Amiens 
in 1802, capitulated a second time to the British in 1803, 
and were finally ceded to Great Britain in 1814. They 
were united into the colony of British Guiana in 1831. The 
law in force in 1803 consisted of “ the old law of Holland, 
peculiar vernacular laws, and the Roman law in subsidium.™ 
Its maintenance was guaranteed by the capitulation.“ 
But the usual inroads in favour of English maritime, com- 
mercial and criminal law followed, and it was abolished as 


0) Annexure No. 1 to Grondwet of 1858, Articles 1 and 2. 

4D Proclamation (Transvaal) No. 14 of 1902, Article 17. 

42) Law Book of the Orange Free State, Chapter i, 1, p. 8. 

(43) Ordin. (O.R.C.) No. 3 of 1902. 

“® Rep. of W.I. Comm. relating to British Guiana, April 14, 1828, 
PP: 577» P+ 3- : 

“5) Herts. Tr., Vol. 1., 367. 
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from January I, 1917, by the Civil Justice Ordinance of 1916, 
pursuant to the reports of a local Commission and the 
Statute Law Committee. 


IV. Spanish Law, Orrentar Systems or Law, anp Loca 
Coprs AND Customs 


HE law of Spain was gradually displaced in Gibraltar, 

although the peculiar character of that possession 
renders it difficult to say when the process began,“ and 
in Trinidad,“ which was ceded to England in 1802 by 
the Treaty of Amiens, it would now govern only the con- 
struction of deeds, the form and operation of wills made, 
and rights of intestate succession acquired, before certain 
dates ranging from 1844 to 1846,” if it is conceivable 
that such issues should arise. 

Malta, after a chequered history, was annexed to the 
British Crown by the Treaty of Paris in 1814. The law 
now in force in this island is based on the Roman law, as 
modified by legislation and usage, on the Code Rohan, 
promulgated in 1784 by a Grand Master of that name of 
the Knights of St. John dispersed by Napoleon in 1798, and 
on modern codes and ordinances.“® Italian is the lan- 
guage of the Courts, though the Maltese as a whole neither 
speak nor understand it. 

Of Oriental systems of law, something must, although 


(4) Fephson v. Riera (1853), 3 Knapp, 133. 

64) Tt was suggested to the Common Law Commission in British Guiana 
that Ordinance 4 of 1848 which was held to have abolished the law of Spain 
in Trinidad had done so only in so far as procedure was concerned, and 
that the case for total repeal rested merely on “ judge-made law, assisted 
by a misconstruction of a Procedure Ordinance.” (Report, p. 21; and 
Appendix III, pp. IX-XI.) The language of Ordinance 4 of 1848 seems 
to support this view. But the point possesses now only antiquarian interest. 
The communis error, if such it was, was validated by a declaratory Ordinance 
in 1914 (No. 23 of 1914). 

“) Four. Comp. Leg., Vol. 2, 293: Vol. 7 N.S., p. 593, and Rep. W.L., 
Com. 1828, pp. 551, p. 6, for information as to the old law. 

“®) Gera v. Ciantar (1887), 12 A.C. 566. 
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here much cannot, be said. In British India, the personal 
law of Hindus, Mahomedans and Buddhists,“ and in the 
Native States, the customary law of each State, 1.¢., 
broadly speaking, Hindu and Mahomedan law, as modified 
by local and tribal usage, are administered by the Courts. 
In Cyprus, the continuance of the religious tribunal, by 
which the Ottoman sacred law was, prior to the British 
occupation, applied, was guaranteed by the Cyprus Con- 
vention of June 4, 1878, and under the recent reconstitu- 
tion of the Courts, this guarantee has been both observed 
and extended. 

The respect paid by England to the subsisting laws of 
the different countries of which her Empire is made up, 
has not been confined to cases in which it was imposed by 
Treaty or capitulation. In every part of East and West 
Africa, native laws and customs “ not repugnant to natural 
justice ” have been upheld. In Ceylon, a rough “ Code,” 
drawn up in 1806, regulates “the laws and usages of 
Mussulmans”’: the Malabars of the Northern Province 
have their “ Tésawalamai.”“ ‘The Mukuvars of Batti- 
caloa had, at least till 1876, their own law of intestate 
succession. ‘To come nearer home, even in the tiny Isle 


of Man “ancient customary law” has been recognised 
by the Courts. 


V. Conc.usion 


T was inevitable that, in their main features, English 
criminal law and procedure and law of evidence should 
become law for the Empire generally and that the unifica- 
tion of colonial commercial law on English lines should be 


‘489 See the Burma Laws Act (Act XIII of 1898) sec. 13(1). The Budd- 
hist law, applied in Burma, is not in any way “ Buddhistic,” but is merely 
that development of archaic Hindu law, which the Burmese, when they 
adopted Buddhism, borrowed from the law books of the Buddhist schismatics 
from Hinduism and applied to themselves: Phan Tiyuk v. Lim Kyin 
Kauk (1930) I.L.R. 8 Rangoon, 57. 

“ Where the Tésawalamai is silent, the Roman-Dutch law applies. 

©) Cain v. Cain (1838), 2 Moo. P.C, 222. 


380 





Conclusion 


regarded as an ideal worthy of earnest pursuit. But in no 
single instance has England set aside en bloc by legislative 
act, a foreign system of jurisprudence to which she had 
once accorded juridical recognition, so long as its roots 
were still buried deep in the life and affections of the com- 
munity. To this proposition, the case of British Guiana 
presents no exception. The situation was thus admirably 
described by the Common Law Commission of 1914 :°” 


The criminal law and procedure, the civil procedure, the law of 
evidence and large sections of the commercial law have been borrowed 
wholesale from English models. The English rule of stare decisis 
replaces in practice the older principle laid down by Justinian. 
Owing to the paucity of local decisions, this means reliance on 
English reports almost exclusively. Yet, while much has gone from 
the Roman-Dutch domain, much remains. Roman-Dutch law may 
be seldom quoted in the Courts and even then with little hope of 
the quotation seriously affecting the issue. . . . But it remains 
as an element of uncertainty. We have all the disadvantages of a 
mixed system without the elasticity of the Roman-Dutch juris- 
prudence. 

It increases the work of both judge and counsel. It wastes time 
and is a source of expense. In this country it is not a living system. 
We have no resident Dutch population, and few even of the Dutch 
names survive. The colonists have no sentimental affection for 
any legal legacy of the Batavian Republic of 1803, or the Kingdom 
of the Netherlands of 1814. Our population is very mixed in race 

. . it is overwhelmingly British in its attachments, traditions and 
sympathies. The West India Company was not a colonising factor. 


It was a purely trading concern. Real progress only began after the 
capture of 1796. 


And yet, even where such conditions as these existed, 
the enactments introducing the common law of England 
into the colony excluded the English law of real property, 
retained, save on a few specified points, the Roman-Dutch 
assimilation of movable and immovable property, and pre- 
served the Roman-Dutch rule of legitimation per subsequens 
matrimonium. 

&) Page 20. 


) Code VIII, 45, 13. The principle is that judicial decisions are not 
in themselves binding but mere depositories of knowledge—rationes scripte, 


381 





Foreign Law in the British Empire 

“ Il faut endormir,” wrote Napoleon to Kléber in Egypt, 
“le fanatisme, en attendant qu’on puisse le déraciner.”™ 
It was no Machiavellian spirit of this kind that prompted 
the regard shown by England, on each fresh conquest or 
cession of territory, for the attachment of her new 
subjects to their own common law. Nor was her attitude 
casually assumed in that fit of absent-mindedness in which, 
according to Professor Seeley, her “expansion” was 
effected. It was dictated by the real sympathies and the 
instinct for government of a great colonising Power, and 
it has contributed in no small measure to the enrichment 
of her jurisprudence and the durability of the Empire. 


) Correspondance, Vol. 5., p. 574- 





GREAT BRITAIN 


I. Tue Sociat Poricy or THE GovERNMENT 


HE position of trade in Great Britain remains the 
barometer of British politics, and, as has been more 
than once remarked in these pages, the Government will 
finally be judged by the success or failure which follows its 
efforts to cope with the depression. The depression can 
only be dispelled by international action, and a heavy 
responsibility rests upon the Government—as indeed it 
does upon all Governments—in connection with the 
approaching World Economic Conference. But this does 
not mean that whatever is done in the interval, in the way 
of legislation or otherwise, is merely to tide over a transi- 
tion period and does not therefore matter. The Conference 
might fail. Recovery may anyhow be a long time in 
coming, and there are calls which cannot be kept waiting 
indefinitely. Some of them, indeed, are themselves 
symptoms of a permanent trouble—the unemployment 
question is, in part at all events, as Mr. Chamberlain has 
pointed out, of this nature. Moreover, if recovery when it 
comes is to find our people fit to make the most of the new 
opportunities it brings, they must be in good fettle. 
At the same time, the greatest care has to be taken to 
avoid action likely still further to hamper our struggling 
industries, for the solution of the worst of our difficulties 
is bound up with their welfare, and no opportunity must 
be lost of promoting it. Domestic politics have far more 
than a merely secondary interest. 
What, then, is the internal situation that faces the 
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Government at this moment, and how is it being dealt 
with? A more detailed account of the position of trade 
and industry will be found elsewhere.* For the purposes 
of this article a few statistics with regard to unemploy- 
ment must suffice. 

The latest figures for January 23, 1933, indicate a further 
increase of 179,000 in the terrible roll, as against December. 
The only crumb of comfort is that there is always a seasonal 
increase of unemployment after Christmas—in January, 
1932, the figures rose by 218,000. ‘Taking last year as a 
whole, unemployment has increased by over 200,000 on 
the figure for the preceding year, and according to the 
Ministry of Labour’s report, “the position is rather less 
favourable than in 1931.” One of the most serious features 
of the position is the increase by 125,000 in the number of 
unemployed who have been without a job for a year or 
longer. The percentage has mounted from 13-8 per cent. 
of the total in January to 191 per cent. of the total in 
December. It was thought that 1931 was the peak year 
of unemployment, and it is therefore particularly serious 
that there should be a definite increase in the average rate 
of unemployment among insured workers from 21-3 per 
cent. in 1931 to 22-1 per cent. in 1932. 

At the same time there is some ground for hope that the 
worst at all events may be over. The settlement of repara- 
tions at Lausanne and the promise of Mr. Chamberlain 
that the question will not be reopened in spite of the war 
debts imbroglio should be productive of fruitful results. 
In the long run the new low rates of interest for both long 
and short term capital must be reflected in a fresh fillip to 
enterprise. Mr. Runciman pointed out on February 2 at 
St. Ives that there were “signs of distinct revival in the 
iron and steel districts.” In the coal export trade, he said, 
there was “more activity than there had been since 
1929,” and in shipping, “ while hundreds of ships were still 
lying idle, there were 200,000 tons of shipping less laid 

* See page 348, 
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up than this time last year.” Successful flotations in the iron 
and steel trades, the erection of new industries and the 
development of garden produce in the London district 
to a degree unknown until recently, have also been quoted 
as indicative of a general trade improvement. But whether 
hopeful views are justified or not—and it is as well to wait 
until they are reflected in the Board of Trade returns— 
there is certainly one new favourable factor of importance, 
the psychological factor. There are undoubtedly signs of 
returning confidence. It is felt that at any rate if we have 
not actually held our own, our neighbours have lost more 
ground than we have. A crash has been avoided, and that 
in itself is regarded as a half-way house back to prosperity. 
But though the psychology of trade has improved, the 
condition of the unemployed has undoubtedly become 
worse. The dole, which was quite adequate for a few 
months’ spell of unemployment, soon becomes insufficient 
when the months begin to lengthen into years. It will pro- 
vide for the immediate necessities of day-to-day existence ; 
it cannot provide the capital out of which boots and shoes 
can be repaired and new clothes bought, and all the other 
hundred and one items of recurring expenditure that every 
family has to meet. For this purpose a League of Personal 
Service, under the chairmanship of Lady Reading, has been 
formed, which is doing a great deal by voluntary effort 
through local centres in the depressed areas to provide 
the immediate necessities of clothing and shoe leather. 
There is some criticism, by no means confined to the 
official Opposition, that the Government are relying too 
much on these charitable resources. The Prime Minister, 
in a broadcast speech from Lossiemouth on December 19, 
appealed for “‘ personal co-operation in voluntary service.” 
** Let each listener who is able to do so,” he said, “‘ contri- 
bute in cash or in kind ” towards the National Council of 
Social Service. Everyone must help with local schemes for 
giving the unemployed something to do, “ teaching men 
how they may be able to furnish their homes, to make mats 
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out of bits of old rope purchased for a few pence.” “ Report 
yourself,” said the Prime Minister, “join up, contribute 
your knowledge.” ‘The same day the Minister of Labour 
announced in the House of Commons the grant of £10,000 
for this kind of work. Both the sum and the Prime 
Minister’s appeal were regarded as inadequate for such a 
situation. 

A feeling is growing that for the problem, which the 
Prime Minister himself described as the existence of “‘ two 
million permanently scrap,” something is needed bolder 
and more imaginative than has at present been produced. 
Something, it is urged, must be done speedily to arrest 
the declining morale of the unemployed. Various plans 
have been put forward. For some months opinion has been 
groping around the experiment of a forty-hour week. 
It is argued that there ought to be a more equitable share 
of the opportunities for employment that remain. But the 
proposal finds no favour with the experts. They agree 
that the shortening of the working day would be a move in 
the right direction, but they insist that it could only be 
taken in agreement with competitors abroad. How difficult 
that is to achieve is illustrated by the fact that even the 
Washington Eight Hours Convention still lacks several 
important signatures, including that of Great Britain. 
The all-important question of wages, moreover, cannot be 
evaded. 

Those who believe in stimulating employment by public 
loans for works of reproductive value are also lifting up 
their heads once more. They insist that there can be too 
much “ economy,” and that the first essential in recovery 
is for Whitehall to take off the brake so mercilessly applied 
in the crisis of August, 1931, on municipal expenditure. 
This has always been the view of the Labour party. It has 
never been abandoned by Mr. Lloyd George, who in every 
speech in the House of Commons makes a plea for land 
settlement on a grand scale. Sir Herbert Samuel, since he 
has retired from the Government to his eyrie on the corner 
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seat below the gangway, has also been urging a modified 
form of reconstruction loan for works that are demon- 
strably productive, and the ranks of these expansionists 
have received an accession of strength in Lord Snowden, 
who is now advocating schemes of housing, the develop- 
ment of water supply in the rural areas, land drainage 
and allotments which, in his judgment, would provide 
“ self-supporting work for at least 300,000 men.” 

The Government, however, have other ideas. Their 
eyes are fixed upon the problem of keeping down taxation. 
What is called the “‘ Treasury view,” from the fact that it 
has the support of the permanent officials who advise the 
Chancellor of the Exchequer, prevails. It is pointed out 
that it costs {500 to put a man into employment, and that 
these schemes of reproductive employment, when adopted 
by the Labour Government, proved a ruinous failure, the 
unemployment figures mounting up from just over one mil- 
lion to just under three millions. A Bill to deal with the 
report of the Royal Commission is promised, but the only 
legislative measure yet produced by the Government which 
will have any direct and immediate bearing on the relief of 
unemployment is a Housing Bill. This is designed to end 
the housing subsidy. It discontinues the payment of sub- 
sidies under the Act of 1924, and provides that such sub- 
sidies shall not be granted in respect of housing proposals 
submitted after December 7, 1932. The Minister of 
Health, in introducing the Bill, also foreshadowed what he 
described as “ a great drive ” in slum clearance by which at 
least 12,000 houses would be cleared a year. The chorus 
of protest from housing experts was almost general. They 
stated that though they were by no means wedded to the 
subsidy, which had to a large extent kept up building costs, 
it was very doubtful whether private enterprise could pro- 
vide houses at rents which the working classes can afford 
to pay. The proposal to clear away the slums at the rate 
of 12,000 houses a year, was scoffed at by Sir Ernest Simon, 
who estimated that at that rate it would be 200 years 
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before the last slum was removed. Sir Austen Chamber- 
lain, in an impressive speech from his father’s old seat in 
the House of Commons, expressed “his profound dis- 
appointment.” Liberal and Labour members contended 
that by the Bill a great opportunity was being let slip of 
launching a building programme which would end evil 
housing conditions and make a big contributon to the 
immediate relief of unemployment. They argued that 
money was cheap, labour abundant, the trade unions in 
an amenable mood and building costs lower, and that these 
factors might never be as favourable again. The Liberal 
party threatened that if the Bill were not vastly improved in 
Committee it would join Labour in voting against it on the 
third reading. 

This pressure on the Government has already led to 
concessions. Sir Hilton Young has made it clear that he 
regards 12,000 houses only as a minimum of slum clearance, 
which will be substantially increased each year. He has 
further recognised that, in the provision of new houses, 
there is bound to be a transitional period between the 
cessation of subsidised building and the beginning of un- 
subsidised building on a satisfactory scale. He has there- 
fore promised to exercise in a more generous manner his 
powers of approving, for the purpose of the subsidy, such 
houses as had been planned and submitted for approval 
before the decision to terminate the subsidy was taken. 
To guard against the danger that private enterprise will 
provide houses only by fits and starts, he has undertaken 
that a departmental committee shall examine a proposal 
to establish a National Housing Corporation. In fact, he 
has gone a long way to meet, at any rate his non-party 
critics. 

Apart from legislation, the Government are relying for 
the solution of unemployment to some extent on the reor- 
ganisation of certain essential industries. Indeed, they are 
introducing the principle of controlled production to an 
extent that would make the hair of the old-fashioned Con- 
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servative stand on end, if only he realised what was happen- 
ing. ‘There are people who argue, with some show of 
reason, that this Government has been more Socialist in out- 
look and legislation than either of the two previous Labour 
Governments. The pig quota is a case in point. This 
arrangement, voluntarily entered into with the exporting 
countries, and designed to restrict the import of bacon, came 
into operation for two months and has been extended for a 
further month. It will be followed this session by a Pig 
Quota Bill which aims at making permanent the regulation 
of bacon imports. The idea is that behind this shelter the 
farmers will reorganise their industry on the lines of the 
Danish principle of co-operation. Much will depend on how 
far the Government are prepared to introduce the principle 
of compulsion. The difficulty of all schemes of co-operative 
marketing in this country is that so many farmers have been 
ready to break their contracts with co-operative bacon 
factories the moment that they saw the chance of a better 
price for their pigs in the open market. This could only 
be prevented if the Government were prepared to apply 
to these contracts the force of law. The same considerations 
apply to the meat quota, which is likely to follow close 
upon the pig quota. Success depends upon how far the 
Government will go in for planning on a big scale. 

As regards milk, a promising start has been made with 
the Report of the Milk Commission appointed under the 
Agricultural Marketing Act. The difficulty in the milk 
industry has been the widening gap between the price 
obtained by the producer and the price subsequently 
charged by the retailer, which has resulted in the market 
being flooded with manufactured milk at half the price of 
liquid milk. The object of the recommendations has been 
to strengthen the bargaining power of the producers in 
negotiating with distributors and manufacturers. The main 
proposal is the creation of an organisation which is to be 
the technical controller of all milk supplies. ‘This organisa- 
tion is to consist of three boards, a Central Producers’ Board 
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with twelve regional committees, elected by registered 
producers, to control the dealings of its registered producers, 
and to assume the position and functions of owners of 
milk sold off farms, except in the case of milk retailed 
direct, a Central Dairymen’s and Manufacturers’ Board, 
and finally a Joint Milk Council to fix regional control and 
to arrange for co-operation between the two interests. The 
Council is to consist of the members of the two Central 
Boards, together with three additional members, one of 
whom is to be chairman. These three members are 
appointed by the Speaker and other outside authorities. 
Many farmers will no doubt maintain their traditional] 
conservatism by condemning the whole scheme as cumbrous, 
and an intolerable interference with their right of managing 
their own industry as they think fit. But clearly, if the 
Government are to come to the assistance of agriculture, 
they must have some guarantee that the industry will be 
efficiently managed. As to the charge that the Commission 
wishes to set up a board of dictators, the Joint Council, 
whose impartiality is secured by the inclusion of the 
appointed members and chairman, will only be able to 
recommend the adoption of prices, marketing regulations, 
and a few other things of that kind. The only force behind 
them will be that of public opinion. Major Walter Elliot, 
the Minister of Agriculture, who spoke in the highest 
terms of the report of the Commission, has no illusions 
about the inefficiency of many branches of British agricul- 
ture, and has the courage to insist that the assistance of the 
Government for the depressed farmer must not be paid for 
by the consumer alone. 

Next to take the railways—their position is relatively 
as bad as that of agriculture. The companies have had 
to face a decline in their gross receipts since 1930 of 
£32,000,000. Comparing the position to-day with that 
before the war, the situation was that after paying for coal 
and other non-labour charges, there was an income of 
£92,000,000 to meet a wage bill of £47,000,000, leaving 
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£45,000,000 for the stockholders. In 1932 the income 
was {100,000,000 and the wage bill £74,000,000. How is 
the position to be met ? Obviously there can be no increase 
of freight or of fares, which are already 60 per cent. above 
the pre-war level. It is six months since the Salter Report 
recommended a co-ordination of rail and road transport, and 
a rearrangement of the incidence of taxation; and this 
seems to be the policy that the Government will follow. 
An announcement has already been made by the Minister 
of Transport in the House of Commons that legislation 
will be introduced to reorganise the system of licences for 
commercial vehicles and to regulate the hours and con- 
ditions of the workers on road vehicles in order to bring 
them up to the standards demanded by the railway unions. 
The question of heavier taxation of commercial vehicles 
will be postponed until the budget statement, but the 
general impression is that it will not go as far as the scale 
recommended in the Salter Report. The present position 
with regard to railway wages is explained on another page.* 

The second line of attack on unemployment is through 
the budget. The Government believe that the most 
crushing weight on any trade recovery is the burden of 
direct taxation, and they are concentrating their efforts on 
a reduction of expenditure by means of administrative 
economies. The reports prepared by the self-appointed 
committees of Conservative back-benchers have provided 
material for action. The application in Circular 1,421 
of the principle of a means test to secondary education is 
perhaps an instalment of further substantial economies to 
come. 

Then there is the problem of income tax reduction. 
Suggestions have been made in the last few weeks that the 
Chancellor of the Exchequer should make a substantial 
reduction in the tax, counting on a resultant increase in 
trade to make up the deficit. Mr. Chamberlain, however, 
on January 28 pronounced against a reduction. He ob- 

* See page 358. 
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viously considered that it involved an unbalanced budget. 
On the other hand, although, like everyone else, he wished 
to see a rise in prices, he did not see how that could be 
brought about by monetary reform alone. The Times 
hereupon pointed out that there was an alternative to 
aising prices by monetary action, 1.¢., that of lowering 
taxation “so that at the same time purchasing power may 
be increased and a severe handicap both practical and 
psychological upon British industry may be lessened.” 
The Government must see that it was not left between 
now and April with a choice between maintaining the 
present level of taxation (already beyond saturation point) 
and deliberately and dangerously unbalancing the budget. 
Sir Robert Horne, in a letter to The Times on February 7, 
admitted the risk of an unbalanced budget but insisted 
that “we have come through the first part of our 
troubles so much more successfully than we could have 
hoped, and our prospects are so much improved, that 
it would not be imprudent to take a measure of risk 
in forecasting our fortunes for the next few years.’ 
** At this moment of fate,” he continued, “an act of faith 
and courage might yield more in material results through 
the stimulus that it would give to confidence than any 
‘safety first’ precaution.” He also advocated the sus- 
pension of the Sinking Fund, and pointed out that when in 
1922, as Chancellor of the Exchequer, he adopted the same 
expedient in circumstances not altogether dissimilar from 
the present situation, it was attended by none of the 
disasters prophesied by the financial purists of the day. 
In actual fact, he realised a surplus of over {100,000,000 
instead of the trifling sum of {£700,000 for which he had 
budgeted ; the main reasons for this surprising result 
were explained by Mr. Baldwin to be a buoyancy in the 
collection both of arrears and of current taxes and of a 
reduction in expenditure. The Times the same morning 
declared that the prevalent lack of confidence could be 
laid at the door of over-taxation. “It is hardly too much 
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to say,” said the writer of its first leader, “that the 
Government may make or mar the prospects of the present 
political year, which has opened so brightly for it, accordin 
to whether they confront this problem of over-taxatio 
with courage or with timidity.” It is obvious that economy 
and the reduction of taxation are the necessary corollaries 
of a decision not to adopt a development programme. If 
the Government do not themselves stimulate industry by 
expenditure, then they must make it possible for the private 
individual to do so. 

There is one significant feature about the Government, 
and that is that it is in no sense doctrinaire. It would 
not be out of keeping with its record if it were to adopt 
such a Churchillian expedient as balancing the budget by 
anticipating an improvement in trade. Many argue that 
what is needed now is just this policy of enlightened 
opportunism. Circumstances have so changed, what were 
once regarded as landmarks have so shifted, and the old 
relations of cause and effect have been so revolutionised, 
that the most elementary economic watchwords are rapidly 
falling out of date. 

The constant factor in the outlook of the vast Con- 
servative mass which supports the Government is a 
belief in the efficacy of protection as the main remedy for 
unemployment. And the future solidarity of the National 
Government will largely depend on how far the purely 
protectionist point of view is likely to prevail. At present 
Ministers enjoy a substantial measure of support from a 
body of opinion which in ordinary circumstances would 
be in favour of free imports. The split, for instance, 
between the followers of Sir John Simon and those of Sir 
Herbert Samuel is a very real one. In contradistinction 
to the Samuelites, the Simonites feel that tariffs ought 
to be given a prolonged trial. What influenced them most 
in the debate on the Import Duties Bill was the argument 
that these tariffs were a bargaining weapon, and that, in the 
words of Mr. Runciman, they were “ a tariff to end tariffs.” 
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How far this point of view appeals to the orthodox Con- 
servative will emerge when the process of bargaining begins. 
Mr. Chamberlain said in a recent speech that “ twenty 
countries had expressed their willingness to reduce their 
tariffs against us in response and in agreement.” But 
what will happen when these countries in return for the 
reduction of their own tariffs demand a reduction in the 
newly created tariffs of Great Britain? Do these tariffs 
involve a permanent and unalterable change in our economic 
attitude, or are they merely temporary counters in the 
struggle to get tariffs down all round ? It isa question which 
goes to the root of the problem that the World Conference 
is to discuss. ‘The Prime Minister, pressed in the House of 
Commons on the first day after the recess to state whether 
the Government would exert its energies to work for the 
removal of tariff barriers, was silent. Much will depend 
on the outcome of the visit of the British Ministers to 
Washington. It may be that if the debt negotiations* 
break down, the forces of economic nationalism in this 
country will be too strong to be controlled, and the World 
Conference on which so many hopes are fixed, which 
has already been so often postponed, and, according to the 
Prime Minister, cannot even now be held for at least three 
months, will end in failure. Such an outcome would 
undoubtedly imperil the future of the National Govern- 
ment. For its support from non-Conservative elements 
largely depends on the extent to which it pursues a non- 
party policy, and a definite abandonment of the attempt 
to solve the world’s problems on international lines would 
drive voters who are not definitely attached to the Con- 
servative party into opposition. 


Il. Tue ArrirupE oF THE CouNTRY 


MONG electors in the country, there is clearly still a 

firm determination to give the non-party administration 

the fairest possible trial. It is true that in the Exchange 
* A special article on this subject will be found on page 270. 
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Division of Liverpool the National Government vote fell 
by 10,000, but it remained nearly 3,000 over that of the 
Labour candidate—in 1929 the Conservatives only scraped 
home by 209 votes. The Labour vote increased by 1,500 
on the 1931 figures, but it was still 4,000 below the heights 
of 1929. When it is remembered that the Liverpool 
unemployment figures are in the neighbourhood of 100,000, 
that the administration of the Means Test has resulted in 
intense bitterness, and that the Labour party is advocating 
its repeal, it is remarkable that the opponent of the National 
Government did not score more heavily. ‘The result of the 
East Fife by-election is an even more impressive indication 
of the desire of the country that the experiment of a 
National Government should continue. The Conserva- 
tives in this case officially stood down, and a National 
Liberal was opposed by an Independent Conservative and 
an Independent Liberal. He was, however, returned 
by a majority of 9,000 over the Labour candidate, the 
Independent Conservative and Liberal candidates only 
polling 4,404 and 2,296 votes respectively. In spite of 
the confusion amongst the older parties, the Labour vote 
only increased by 1,000. ‘There may be discontent with 
the Government, but there is clearly no alternative to it 
at present, 


But the Opposition forces show some signs of rallying. 
Mr. Lloyd George, who took an independent position at the 
election, has now definitely come out whole-heartedly 
against the Government. In a speech on the motion for 
the adjournment before Christmas he delivered a frontal 
attack on the Prime Minister’s broadcast address from 
Lossiemouth. 


The thing that is of supreme importance (said Mr. Lloyd George) 
is to provide work. What does the Prime Minister propose— 
the creating of small handicraft industries and turning land into 
allotments and playing fields, without any indication where you are 
going to get the land or how you are going to do it, reclaiming slag 
heaps, making a paddling pool, restoring an old Roman bridge and 
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making mats out of bits of old rope? That used to be called picking 
oakum. That is the work of the unemployed. That is what he calls 
the problem of the better use of enforced leisure, which is one of 
supreme importance for 3,0co,000—and over 3,000,000, because the 
250,000 black-coated have to be added to your 2,800,000, and your 
black-coated man is not even in the list. The right honourable 
gentleman went to Lossiemouth to file his petition in bankruptcy 
and to declare that there were no assets worth realising. 


Mr. Lloyd George subsequently wrote to the Labour 
candidate for the Exchange division of Liverpool, wishing 
him success, and he celebrated his seventieth birthday with 
a farewell to “official Liberalism.” For the official 
Liberal party led by Sir Herbert Samuel, which though 
out of the Government still sits on the Government side of 
the House of Commons, he professes to have no further 
use. 

It doesn’t seem (he told an interviewer) to be able to make up its 
mind whether it is for or against the Government. It prefers to 
stand at the cross-roads making silly little rushes down this way and 


that, now the other way and again back, and then standing hesitatingly 
until something or somebody pushes it somewhere else. 


This severance, however, need not be taken very seriously. 
Mr. Lloyd George is making a bid for a reunited party in 
Opposition, and if he achieved his purpose he would 
certainly return to the forefront of the battle. 

The position of the official Liberal party under Sir 
Herbert Samuel, never strong, is growing steadily weaker. 
The rank and file in the country are attracted by the 
vigorous lead given by Mr. Lloyd George, and are clamour- 
ing that the Liberal party in the House of Commons should 
cross the floor and occupy Opposition benches. The 
Devon and Cornwall Liberal Federation, for instance, 
passed a unanimous resolution calling upon the Parlia- 
mentary party to cease to support the National Govern- 
ment, either directly or indirectly. So serious indeed 
was the pressure that Sir Herbert Samuel called his 
followers together at a luncheon, the day before Parliament 
met after the Christmas recess, to address them on the 
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position. Though he refused to commit himself to formal 
opposition, he delivered a speech severely critical of the 
whole line of Government policy. He attacked them on 
tariffs and put forward an urgent plea that Great Britain 
should endeavour to form a low tariff union with the ultimate 
object of destroying the network of tariffs which, in his 
judgment, was strangling the world’s trade. With that 
end in view he proposed the modification of our “ most 
favoured nation” status. He also criticised the Govern- 
ment’s policy of economy and pressed for expenditure on 
reproductive employment. He demanded the adoption of 
a definite policy with regard to disarmament and the Man- 
churian question. The authority of the League must, he 
said, be asserted without qualification. He condemned the 
housing proposals of the Government as inadequate for 
the needs and opportunities of the moment. His speech is 
a good example of the line that responsible criticism of the 
Government is taking. At the Parliamentary party 
meeting, however, which followed this speech, a resolution 
in favour of the Liberal party going into opposition only 
received the support of one single member. This does 
not mean that the Liberal party is not likely to cross the 
floor in the comparatively near future. It is said that 
there is even to-day a majority in favour of such action, 
but it was thought that some opportunity ought to be given 
to the Government to reply to Sir Herbert’s criticism. 
In any case, some big issue of policy should, the Liberals say, 
provide the occasion for the severance of their connection, 
and it should be one which will ensure practical unanimity. 
The effectiveness of the Liberal party is, however, still 
marred by internal schism, and even if Sir Herbert Samuel 
were to go into opposition, he would leave behind him 
the followers of Sir John Simon. It cannot hope to provide 
a responsible alternative to the present Government until 
it achieves some measure of unity. 

Nor is there much more chance of an alternative Govern- 
ment on the Labour side. The party are slowly rallying 
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their forces after the rout of October, 1931, and undoubtedly 
scores of thousands of working men who left them at the 
last election are returning to their old allegiance. It is 
estimated by shrewd political observers, for instance, that 
the discontent over the Means Test would win every 
seat in Durham for them. But there is no sign that they 
are capturing any of the great middle-class vote in the 
suburbs, or in the semi-industrialised constituencies in 
the counties, which alone could turn a propagandist Oppo- 
sition party, such as they are, into a stable Government in 
office. Ina word, they cannot expect any great measure of 
success without appealing to a type of voter that not even 
Mr. Ramsay MacDonald and Lord Snowden at the height 
of their prestige in the Labour movement ever really in- 
fluenced. 

The Labour party seems, indeed, to be deliberately going 
the very wo st way about getting back to power. There is 
no check in the steady drift to the left. The little group 
below the gangway led by Mr. Maxton continues to set 
the pace, and the intelligentsia are desperately trying to 
keep up with it. Major Attlee, the deputy leader of the 
Opposition, said at Leicester on January 23, “we shall 
have to take over the Bank of England and take control 
of the whole monetary machine.” Sir Charles Trevelyan 
—catching the new inflection—declares that “ the 
Labour party is frankly revolutionary.” Sir Stafford 
Cripps goes one better and threatens, in the event of a 
Labour majority, an immediate demand for emergency 
powers, and if the House of Lords bars the path, he will 
require a dissolution. Such propaganda may raise the 
roof at socialist meetings, but it only frightens the ordinary 
voter outside. The average trade unionist is far more 
interested in high wages than in socialist theories. ‘That 
is the great obstacle every extreme party has to face in 
this country. There is plenty of enthusiasm in their 
ranks. There was an enormous procession through the 
streets of London to Hyde Park the Sunday before the 
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opening of Parliament to protest against the operation of 
the Means Test. A great “call to action” campaign is 
in progress now. It is generally expected that at the forth- 
coming Rotherham by-election, a constituency which 
afforded one of the most extraordinary fluke wins of the 
last election for the National Government, the Labour 
candidate will be returned by a large majority. But 
that is no criterion of recovery even to the position of 
1929. Labour has not yet won back the ear of the nation, 
which is too busy trying to catch the first sounds of return- 
ing prosperity, and certainly wants something more than 
socialist theories and denunciations of the Means ‘Test. 
It is, indeed, frightened of losing such volume of employ- 
ment as still remains. 

The fact is, as Sir Herbert Samuel stated in his speech 
to the Liberal party— 


The nation cares very little about the fortunes of any political party, 
whether Conservative, Liberal or Socialist. . . The nation is think- 
ing only how it can escape from the appalling economic condition 
that now prevails, how it can end the nightmare of unemployment. 


Questions which have no bearing on the economic situa- 
tion arouse only a flicker of interest. A decision in the 
Courts, for instance, has made totalisators on greyhound 
racecourses illegal. ‘The Government has refused to alter 
the decision, and it has, indeed, stated that it will introduce 
legislation, if necessary, to diminish facilities for betting on 
greyhound racecourses. Ordinarily this would start a 
lively controversy on the whole subject of the ethics of 
gambling. But nobody except the persons immediately 
affected displayed the slightest interest on this occasion. 
Even the long awaited publication of the Report of the 
Royal Commission on unemployment insurance evoked 
little controversy. No doubt many of its recommendations 
will be incorporated in the promised Bill, the slight adjust- 
ment of benefits, for instance, the extension of the insurance 
scheme to children of 14, and the various financial schemes 
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designed to make the fund solvent and self-supporting. 
The only far-reaching change at present favoured by the 
Government is the appointment of the statutory commis- 
sion recommended by the “ dole ” report as an instrument 
to supervise the working of unemployment insurance. The 
view of the signatories of this report was that no statutory 
commission could take from the Minister the responsibility 
for the administration of either the insurance scheme or the 
scheme for the payment of transitional benefits. Appar- 
ently the Government is of the opposite opinion, and the 
scheme which has been formulated with a view to inclusion 
in the Bill, is designed to co-ordinate all public assistance 
under an executive commission which would have security 
of tenure, and be completely independent of party changes 
in Parliament. At present, however, the country as a 
whole is far more interested in the regulation of unem- 
ployment pay. Economics dominate everything. Is the 
industrial situation going to improve materially? That 
is the answer to the question on which depend not merely 
individual reputations and the fortunes of political parties, 
or of a particular Government, but the future of govern- 
ment itself, and indeed the foundations of society as at 
present constituted. 





CANADA 


I. Poxtitics AND Parties 


HE opening of the year finds the seventeenth Federal 

Parliament of Canada at the midway milestone of its 
statutory course and the Conservative Ministry of Mr. 
Bennett unshaken in its commanding position at Ottawa. 
The latter came into power in July, 1930, laden to the 
gunwale with exuberant pledges that it would find remedies 
for the serious unemployment which was then afflicting 
the country, and equipped with a mandate for the enact- 
ment of a high protectionist policy, proclaimed by its 
advocates as a certain panacea for the country’s troubles. 
The Ministry lost little time in giving practical effect to 
this mandate; and in a special session in the autumn of 
1930 and in the regular session of the following spring it 
used its powerful majority to raise the tariff duties to the 
highest level in Canadian history, and to provide the 
domestic manufacturers with safeguards against foreign 
competition such as they had never hoped for in their 
wildest dreams. But the brave hopes that Conservatives 
cherished for their policy were doomed to disappointment 
through the shattering impact of the world-wide depression, 
which deepened steadily from the day that the new 
Government took office, and the stars in their courses 
seemed to fight against the success of its policies. The 
effects of a calamitous fall in commodity prices, especially 
severe in the case of farm products, were aggravated by 
unsatisfactory crops ; foreign markets lost their power of 
absorbing Canada’s exportable surplus with a drastic 
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shrinkage in both imports and exports as a consequence ; 
and unemployment mounted steadily until it has now 
reached dimensions three times as large as when the 
Government took office. Baffling problems, which had 
been temporarily obscured during the care-free boom days, 
emerged in connection with the great structure of railway 
systems and other physical equipment which the vaulting 
ambition of a young country, unchecked by the foresight 
of statesmanlike prevision, has insisted upon creating in 
anticipation of the needs of a population of thirty millions ; 
and the obligations of the vast load of debt, which had 
been light-heartedly assumed for the construction of this 
equipment, became a nightmare as the value of the Canadian 
dollar in New York, where most of the debts were owed, 
shrank ominously. Thus from the start the present 
Government has found itself involved in a continuous 
encounter with desperate economic problems, and the best 
that can be said for it is that it has managed so far to 
prevent any disastrous débdcle. If its critics maintain that 
under its regime the economic plight of Canada has grown 
steadily worse, its supporters retort that at least it has 
maintained Canadian credit on a sound basis, that it has 
taken steps to ensure that no Canadian shall perish of 
starvation, and that by its tariff policy it has averted a 
wholesale collapse of the industrial machine. They also 
argue that a solution for the chief troubles of the Dominion 
is beyond its own power and can only be found through 
international action. But the extravagance of the hopes 
that the Conservatives raised during the last election 
campaign has been a millstone round their necks, and their 
opponents have lost no opportunity of mocking at the grim 
contrast between the glowing promises of Mr. Bennett 
and the record of their fulfilment. 

So, since the first fine rapture of accession to office 
ended, the Ministry has walked a very thorny and difficult 
path, faced with a continuous barrage of criticism, often 
from normally friendly quarters, and beset with the im- 
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portunities of a host of disgruntled suppliants. The 
Premier, Mr. Bennett, is what is popularly described as a 
strong man, endowed with many qualifications for his high 
office: vigour, industry, eloquence, long experience of 
politics and large business affairs, and a willingness to face 
responsibilities. But the value of his good qualities is 
impaired, in the opinion of his critics, by certain defects 
of temper and judgment, and such a masterful personality 
as his has often a paralysing effect upon colleagues who, 
even in the judgment of their warmest supporters, are not 
a strong Cabinet team. ‘The present Ministry then is, in 
the eyes of a portion of the Canadian public, credited with 
good intentions but inadequate accomplishment, and the 
tale of ‘ts sins of omission and commission grows as the 
months roll by. ‘The prolongation of the depression made 
it in any case inevitable that even a Ministry giving abun- 
dant proofs of strength and resourcefulness would shed its 
popularity, and the evidence of by-elections reveals that 
the exasperation of the public at the continuance of hard 
times is finding expression in a stronger swing of the 
pendulum of popular favour against the Government than 
would be normally visible. For example, last June a by- 
election in New Brunswick, one of the safest Conservative 
strongholds in Canada, saw the Government majority cut 
down from 2,924 to 500, and in October a similar contest 
for a rural seat in Ontario found the previous Liberal 
majority of 349 increased sevenfold—two results exceed- 
ingly significant in view of the traditional disinclination of 
Canadian constituencies to vote against the candidates of 
the party in power. Moreover, the last provincial election 
in Quebec, which re-entrenched Premier Taschereau in 
power, revealed that the local Conservative renaissance, 
visible in 1930, had a feeble basis, and the distracted 
prairie country is in a mood of bitter resentment against 
the high tariff policies ot the Bennett Ministry. So 
obviously the Government is committed henceforth to a 
very difficult defensive battle, and only the speedy return 
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of a reasonable degree of prosperity can bring hope of a 
restoration of its full political fortunes. 

The Government has done its best to extract political 
credit from the agreements reached at the Ottawa Con- 
ference which occupied most of the time of Parliament 
during the first half of the present session, now interrupted 
by a long recess. On the whole Ministers were reasonably 
successful in countering the comprehensive and persistent 
assault which the Liberals made upon the agreements, and 
the acidulated and carping spirit in which this attack was 
pressed operated to dull the effectiveness of the justifiable 
criticisms which were directed at the agreements. The 
country at large is prepared to give them a trial and to 
defer its judgment until their practical results in trade 
exchanges can be appraised. During the session there 
were spasmodic debates on unemployment, currency in- 
flation, and other problems, but the Government succeeded 
in staving off serious consideration of domestic issues until 
Parliament reassembles on January 30. 

Unemployment, the railway question, the currency 
problem, and the budget will provide Parliament with 
the staple material of controversial debate, but the portents 
at Washington indicate that it will be spared the necessity 
of dealing with the treaty about the St. Lawrence Water- 
way, which cannot now be ratified by the Senate at the 
short session of the expiring Congress, and will probably 
be re-negotiated on a fresh basis by the incoming Demo- 
cratic Administration. Unemployment is now a running 
sore of whose immediate alleviation there is no sign, and 
the Opposition, for its attack on the inadequacy and 
wastefulness of the Government’s policy, will find abundant 
ammunition in revelations that there have been serious 
scandals in connection with the administration of relief, 
particularly in the province of Quebec, although the 
Federal Government has some justification for attributing 
these abuses to the laxity of provincial Administrations. 
Some time ago the Bennett Ministry definitely committed 
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itself to the principle of a national scheme of unemploy- 
ment insurance on a contributory basis, and has had its 
officials at work collecting data and doing other preliminary 
spade work. There are, however, constitutional difficulties 
which necessitate the co-operation of the provinces in any 
scheme, and accordingly the Prime Minister has summoned 
to meet in Ottawa on January 17 a Dominion provincial 
conference which will be attended by all the provincial 
premiers. At this conference the unemployment situation, 
and the correlated problem of unemployment insurance, 
will be the main subject of discussion, but it is expected 
that consideration will also be given to questions like the 
control of insurance companies, in which there is a conflict 
about jurisdiction between the federal and provincial 
authorities. Meanwhile, during the present winter the 
authorities have virtually abandoned the policy of special 
public works for the benefit of the unemployed, and are 
conserving their resources for direct relief. 

The railway legislation which the Government introduced 
in the Senate last session embodied most of the recom- 
mendations of the Royal Commission on Railways and 
Transportation, of which Mr. Justice Duff was chairman, 
and it produced some instructive debates. But the evi- 
dence given by Mr. Beatty, the President of the Canadian 
Pacific Railway, before the railway committee of the Senate 
disclosed the fact that the C.P.R. was strongly opposed to 
the proposed arbitral tribunal which would enforce co- 
operative arrangements between the two railways in the 
interests of economy, and adjudicate disputes between them 
in this connection. Mr. Beatty further suggested that 
rather than entrust the direction of policies involving the 
fortunes of its vast properties to such a body, the directors 
of the C.P.R. would prefer a scheme of amalgamation for 
the two systems, provided that a minimum return upon 
the securities of the C.P.R. were guaranteed by the State. 
It; was considered significant that Senator Dandurand, 
the Liberal leader in the Senate, practically endorsed 
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Mr. Beatty’s opinion, and the view now gathers strength that 
the C.P.R. and its powerful political friends are determined 
to make a vigorous drive for a policy of amalgamation 
under private ownership. In that event a protracted 
parliamentary struggle can be predicted, for while such a 
merger might be endorsed by the Senate it would meet 
with resolute opposition in the House of Commons, where 
the supporters of the public ownership of railways are not 
confined to any one party. Moreover the Prime Minister 
is definitely pledged against the amalgamation of the 
railways, and the enforcement of the curtailment of services, 
which would be the chief justification for a merger, is full 
of obvious political perils for the party which sponsors it. 

The currency problem has assumed great importance 
during the past year, and the modest dose of inflation 
which the Government countenanced last November has 
not availed to check, among the farmers and other interests 
who are suffering from low prices, an inflationist campaign, 
which on the prairies has assumed the aspect of a fierce 
crusade with the banking system as its chief target. In 
the main the people engaged in the great natural industries, 
many of whom contend that they cannot realise any benefits 
from the preferences conceded by Great Britain in the 
Anglo-Canadian agreement until the Canadian dollar is 
brought to a position of parity with the pound, are ranged 
on the side of inflation. On the other side are the banks 
and such interests as are faced with heavy debt obligations 
in the United States, whose burden would be greatly 
increased by the depreciation of the dollar to the level of 
sterling. Mr. Stevens, the Minister of Trade and Com- 
merce, is an ardent and avowed inflationist, but his col- 
leagues are sceptical about the value of this nostrum and 
prefer to pursue a Fabian policy until the World Economic 
Conference has taken place. Meanwhile they have decided 
to defer the decennial revision of the Bank Act until 
the results of this meeting are known. 

The thought of the budget opens up a very dark vista 
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for Ministers, for although the yield of the excise tax 
has exceeded the estimates, the returns of other items of 
revenue, notably customs, have fallen short of them, and 
it is already plain that at the end of the fiscal year the total 
revenues instead of providing, as expected, a small surplus 
over ordinary expenditures will show a substantial deficit. 
This in itself would be bad enough, but there will have to 
be added on the debit side some ten million dollars for 
capital expenditure, some fifty millions on account of the 
deficit on the Canadian National system, and at least 
twenty-five millions more for unemployment relief. So 
there is a well-founded apprehension that the aggregate 
federal deficit for the fiscal year 1931-32 will be well over 
one hundred million dollars, and, if the budget for the 
next fiscal year is to be balanced, an increase of direct 
taxation—which will not enhance the popularity of the 
Government—can hardly be avoided. 

At the time of writing, the Government’s search for a 
satisfactory personnel for the new Tariff Board, which 
is to apply the competitive principle with regard to British 
imports, has not been crowned with success, and con- 
siderable difficulties have arisen in connection with some 
loose ends of the Anglo-Canadian agreement which were 
left untied at the Conference. The issue of trade rela- 
tions with Russia has also loomed up in connection, first 
with the timber contract concluded with the Soviets 
by a group of British importers, and, secondly, through 
a project for the barter of a large number of Canadian 
cattle for Russian oil and coal. The Ministry is involved 
in considerable embarrassment through the latter project 
because, while it is not satisfied about the soundness 
of the scheme, the cattle raisers of Canada, faced with a 
serious glut of stock and ruinously low prices, want to 
know why they should be denied the privilege of finding a 
new and useful market in Russia a few months after 
the American-controlled Aluminium Company was allowed 
to exchange its products for Russian oil. 
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Naturally, the Liberals, free from the responsibilities 
of office, and discerning signs of a rising tide of popular 
discontent with the Government, are in high feather of 
hope, and have decided that the time is ripe for an active 
platform and press campaign of propaganda against 
the Government. For its stimulation they have created 
for the first time a nation-wide party organisation styled 
the National Liberal Federation, of which Mr. Vincent 
Massey is president. Moreover, speeches which prominent 
Liberals have delivered in recent months indicate a readi- 
ness to move leftward and to sponsor more radical policies 
than the Liberal party has hitherto felt able to con- 
template. For example, Mr. W. D. Euler, an ex-Minister 
who has always been counted a Liberal of the right wing, 
surprised Parliament just before it adjourned by his 
frank advocacy of a variety of advanced policies, including 
public ownership of all the railways. The Liberals 
promise a wholesale reversal of the present Government’s 
tariff policy, and they advocate the establishment of a 
central bank of rediscount, a system of unemployment 
insurance and a reform of the electoral system through 
the introduction of proportional representation and the 
alternative vote. But they stop short of proposing any 
fundamental reorganisation of society and merely suggest 
ameliorative measures which will, in their view, produce 
a revival of prosperity and improve the lot of the farmers 
and urban workers. It can be surmised that the strength of 
the conservative element in the party, whose chief bell-wether 
is Premier Taschereau of Quebec, forbids the sponsorship 
of policies which might drive it into the Conservative camp, 
and it remains to be seen whether the Liberal programme 
will succeed in enlisting the enthusiasm of the hard-pressed 
farmers and restless urban population, whose temper is 
now more radical than ever before in Canadian history. 

Moreover, for their support Liberalism has now to 
compete with the new Farmer-Labour party, which, despite 
the handicap of its clumsy title, the “Co-operative 
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Commonwealth Federation,” has shown in the first six 
months of its existence a vigour disturbing to the managers 
of the two historic parties. Its leaders, who are being 
aided and abetted by groups of radical intellectuals in 
Montreal, Toronto, and other cities, aspire to secure 
within the fold of the Federation the affiliation of all the 
agrarian, labour, and socialist organisations in the Dominion, 
and to consolidate their support behind its candidates. 
Towards this goal they have already made considerable 
progress, and the recent adhesion of the United Farmers 
of Ontario, a body which has always been fearful of 
extremist paths, was a notable triumph. The Federation 
have nailed their colours to the mast of a full-blooded 
socialist programme, and profess that they will be content 
with nothing less than a drastic reorganisation of the 
economic structure on lines which will eliminate the motive 
of profits. They may find it a hard task to reconcile many 
farmers of the rugged individualist breed to some of their 
policies, but to-day the times are propitious as never 
before for a sympathetic reception of their indictment of 
the present economic system. The new party has a leader 
of attractive personality and considerable platform ability 
in Mr. J. S. Woodsworth, who has led the Labour group 
in the House of Commons, and one of his most effective 
lieutenants is Miss Agnes Macphail, the solitary feminine 
member of the House of Commons, who has developed 
into a very competent propagandist and, thanks to her 
influence with the farming folk of Ontario, has become 
a real force in politics. The party still lacks press support 
and a nation-wide organisation, but if the depression has 
not been mitigated before the next general election it 
may poll a formidable vote, particularly in the West, 
and upset the calculations of its older rivals. The Liberals, 
however, have more cause to dread its growth than the 
Conservatives, and they are striving to demonstrate that 
their own leftward advance is so great and so sincere as 
to render the existence of a new radical party superfluous. 
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II. Canapran-American RELATIONS 


OR all the misgivings of the experts as to their economic 

effects, there are many Canadians in these post- 
Conference days who see in the Ottawa agreements implica- 
tions far transcending their promised economic benefits. 
For them the Conference was not merely the climax of our 
long indignation over American fiscal policy; it marked 
also the turn in the tide of Americanisation. Henceforth 
we are to look more towards Great Britain and the Common- 
wealth and less to the United States. Closer co-operation 
in trade will re-knit the frayed bonds of Empire, give new 
life to the British tradition, and check a dependence upon 
our neighbour which might have ended in political, as in 
financial, absorption. The crisis being passed, these 
optimists confess fears which, if they really entertained 
them, they had previously not dared to express except in 
vague generalities. 

Now, the forces which tend to bring the United States 
and Canada into closer relationship are so formidable that, 
if we had to depend upon trade arrangements within the 
Commonwealth as the main counter-agent, our prospect 
of a distinct and continuing national existence would be 
bleak indeed. Common origin and language; similarity 
of physical environment and common methods of adaptation 
to it; continual going and coming in the way of business, 
education, and pleasure; conscious imitation of institutions, 
manners, and diversions; these and other factors have 
combined to make of the English-speaking Canadian a man 
so like the American that the two can no longer be distin- 
guished by Europeans, and of all the sharp contrasts in the 
texture of Canadian life none is more striking than that 
between the objective facts of Americanisation and the 
subjective antipathy of our people to the process. Little 
wonder that so penetrating a foreign observer as M. André 

410 





Canadian-American Relations 


Siegfried, and certain less penetrating Canadians, can 
envisage only one outcome of this more or less biological 
assimilation. What they foresee is not a dramatic annexa- 
tion arising out of a particular situation but a growing 
conviction—which cannot but lead to action—that two 
peoples with the same language, habits, and ideals, would 
gain much by uniting. 

If this were the general conclusion among those who 
think about the future of this country in its juxtaposition 
to the American colossus, such a state of mind would in 
itself be a grave weakness. The conviction of permanency 
is probably an essential component of a constructive 
national spirit. It is worth while pointing out with 
emphasis that such a conviction of permanency, widespread 
and deeply imbedded, does exist among our people. The 
average man does not argue about it, he assumes it and 
builds upon it. Generally, too, he will tell you that he 
prefers his lot to that of the American not merely in these 
anni terribiles when he says that “ they are worse off down 
there than we are ” but in boom times as well. If you ask 
him why, he will probably give you three reasons : (1) that 
he likes being British ; (2) that he has greater security from 
crime ; (3) that he has more personal liberty. Asked to 
substantiate this last impression, he will point to the 
eighteenth amendment ; to legislation against cigarettes ; 
possibly, if his memory serves, to the “ monkey trial” in 
Tennessee. Mere straws in the wind, these, but sufficient 
in his opinion to explain a vague but real repugnance. 

Simple, prejudiced, possibly a little defensive though 
these sentiments may be, they yet make for national 
cohesion, and cannot be left out of account in any scientific 
analysis of our group life. Latterly, moreover, they have 
been reinforced by a new infusion of legitimate national 
pride. It is probably true that with the immigration of 
non-British stocks, added to the mere accumulation of 
generations separating us from the Motherland, loyalty to 
old allegiance was bound to weaken. But in its place has 
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come a rapid strengthening of the Canadian tradition. We 
look back now on a hundred years of fairly consistent growth, 
culminating in the completeness of substantial autonomy 
declared by the Statute of Westminster, and in acknow- 
ledged membership of the family of nations. In the 
Western Hemisphere a century is a longer time than in 
Europe, and our independence and international status 
have taken their place among our treasures. They have 
made us truly a people, conscious of possessing a distinct 
role in the world. 

This development has removed any likelihood of amalga- 
mation with the United States to a future so remote that 
it is a sheer waste of time to contemplate it. Among the 
nations of the earth few have firmer prospects of a destiny 
to be fashioned, so far as destiny is susceptible of human 
determination, by their own hands. Yet, though we may 
proceed with confidence in the preservation of our nation- 
hood, it remains true that our fortunes will be affected, 
perhaps more than by anything else, by the tenor of our 
relations with our sole and gigantic neighbour. These 
relations, therefore, must and should hold the foreground 
of our diplomacy. 

The fact that more than half our foreign trade is made 
up of imports from and exports to the United States is 
one of the more obvious reasons for the pre-eminence of 
that country in the world upon which we look out. It is 
conceivable that, as the protagonists of economic integration 
for the Commonwealth maintain, this state of affairs may 
be modified. But there are other reasons which, if less 
obvious, have almost equal weight. ‘Thus our attitude in 
the matter of armaments and security has been determined 
mainly, if not always avowedly, by our position alongside a 
nation possessing great power and governed by such 
traditional principles as the Monroe doctrine and non- 
entanglement in foreign alliances. There is little to suggest 
that it will not continue to be so determined. One of the 
rare frank admissions, by a responsible statesman, of this 
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truth in its bearing on defence was made by Laurier to the 
astonished Dundonald in 1902—“‘ You must not take the 
militia seriously, for though it is useful for suppressing 
internal disturbances, it will not be required for the defence 
of the country, as the Monroe doctrine protects us against 
enemy aggression.” ‘That leaves us with no potential 
enemy to arm against, unless it be the United States them- 
selves, and against them armament is hopeless. 

Similar considerations have determined the stand taken 
by Canada in a number of questions concerning the League 
of Nations, as for instance in the attack on Article 10 and 
the rejection of the Protocol of 1924. It is of prime 
importance to us not to become involved in any international 
action which might bring us into direct or indirect conflict 
with the United States. To the same order of ideas 
belonged, too, Mr. Meighen’s intervention when, in 1921, 
the question of renewing the Japanese Alliance was brought 
before the Imperial Conference. There has been some 
tendency in Canada not merely to conciliate American 
opinion in Far Eastern affairs but to identify our interests 
in that portion of the globe with those of the United States 
rather than with Great Britain’s. We have the same pro- 
blem in regard to immigration, and the same sole concern 
in a peaceful and orderly China offering an open door to 
our products. The apparent move away from Washington 
and towards a conservative Whitehall, in the current 
Manchurian question, comes as something of a surprise in 
Canada and suggests motives not unconnected with the 
Ottawa rapprochement. 

Geographic proximity and similarity of interest give usa 
vital concern in the general foreign policy of the United 
States. ‘The bearing upon our welfare of her policy towards 
us in particular is naturally even more direct and palpable. 
Perhaps the most fundamental of all our external problems 
is how to live with dignity and without sacrifice of our just 
rights beside a neighbour so much more powerful than 
ourselves. As an inevitable consequence of our assumption 
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of control in the field of foreign affairs, we must proceed 
upon the hypothesis that, just as we would not expect or 
permit arbitrary interference from Westminster in the 
conduct of our American business, so we cannot count upon 
concrete and effective British aid for the enforcement of 
our rights in this domain. In our multifarious border 
business, in the regulation of fisheries, of aerial navigation 
and radio broadcasting, to mention only a few categories, 
those rights are always to the fore. Apart from our own 
efforts, we can count only upon the equity of the United 
States and the general strength of international organisation 
and opinion for their maintenance. There can be no 
question of war as their ultimate sanction. 

The inference should be clear. The position of Canada 
gives her a special objective interest in the progress of 
internationalism in general, and in the establishment of 
machinery for the peaceful settlement of disputes between 
her and her neighbour. If the Commonwealth is not to be 
regarded as a defensive alliance—a view of which she, with 
her doctrine of “ passive belligerency,” has long refused 
to accept the consequences—she has no such alliances as 
those upon which a number of European States depend ; 
nor can she invoke any balance of power principle. Nothing 
would strengthen her position so much as the participation 
of the United States in an effective League of Nations. 
But we in Canada, perhaps more than any Europeans, 
realise the remoteness of such a Utopia. 

As very partial compensation for Wilson’s failure in 1920 
we welcomed the Briand-Kellogg Pact. Yet there was no 
general rejoicing when the United States, along with the 
other signatories, undertook not to seek by other than 
peaceful means the solution of her disputes. ‘The calm in 
which that event was received in this country was signifi- 
cant. The practical importance to ourselves of every 
advance along these international lines is far from being 
generally understood throughout the country. In spite of 
our utterly exposed position as against the United States, we 
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have not for many years suffered any national sense of 
insecurity. At one time our composure was partly due to 
reliance upon Empire defence. At the present time it 
amounts simply to an absence or apprehension of any 
violent aggression from the south. 

We complain bitterly from time to time about American 
arrogance or injustice. Yet underlying our immediate 
discontents there seems to be a fundamental faith, not yet 
extinguished by events, stronger indeed than we avow, in 
the ultimate good will of our neighbours. Only such faith 
can explain the absence of any general sense of insecurity 
in our midst. Only such faith, moreover, rather than any 
cynical conviction of the futility of international agreements, 
can account for public indifference regarding the very 
imperfect condition of Canadian-American machinery for 
settling disputes. The general arbitration treaty came to 
an end in 1928 and has not been replaced. The Bryan 
treaty of 1914 still stands, but provides only for investigation 
and report, leaving the parties free after one year to act as 
they will on any given dispute. The Briand-Kellogg 
Pact, excellent as far as it goes, provides no positive 
arrangement for conciliation or arbitration. As for the 
International Joint Commission, that body has no com- 
pulsory jurisdiction except in cases of obstruction, pollution 
or diversion of boundary waters. It may be used to 
arbitrate any dispute which both parties specifically consent 
to submit to it, or to report (without binding effect) upon 
any matter submitted by either. Between these stools 
any number of conflicts may fall. 

What now is the American attitude ? Owing presumably 
to the disparity in size, and to the orderliness of Canadian 
affairs, few Americans are conscious of any relations with 
the Dominion. A recent examination into the knowledge 
of Canada and of the United States possessed by American 
and Canadian school-children respectively revealed a 
contrast which would be scarcely less striking in the case 
of their elders. The Americans take us for granted ; we, 
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on the other hand, are acutely conscious of the clash of our 
interests with theirs. Increases in their tariff, excesses 
of zeal and jurisdiction on the part of their border and 
coastguard officials, are featured in our press and greeted 
with general indignation in our midst. Disputes apart, 
our newspapers devote generous space to political, social, 
and sporting events south of the line, while most of their 
press ignores us. Since the interchange of diplomatic 
missions between Washington and Ottawa, there have 
been signs of a movement on the American side to correct 
this state of affairs. Attention is being called to the 
fact that, whereas Latin-American affairs are intensively 
studied, Canada, which is of vastly greater economic 
significance, is being overlooked. It is of the utmost 
importance that this endeavour should prosper. For at 
-times federal and local authorities have ridden rough-shod 
over our susceptibilities. The State Department has 
seemed to share the nation’s general ignorance or indiffer- 
ence as to interests about which we felt keenly. There is 
at least a hope that more knowledge and understanding 
would carry with it increased consideration. 

The cause célébre of the Chicago diversion illustrates 
at once the American indifference mentioned above and 
the inadequacy of our arbitral arrangements. For eighteen 
years the Canadian Government kept forwarding to 
Washington protests against the drainage of a quantity of 
water from Lake Michigan which threatened to prejudice 
shipping facilities in the lower lakes and in the St. Lawrence 
river. These courteously firm Notes were duly acknowledged 
and filed away, and the diversion steadily mounted. The 
riparian States of the Union took up the cudgels, pursuing 
the Chicago Sanitary District through various authorities 
up to the Supreme Court. Chicago was uniformly re- 
buked, enjoined, and condemned, but nothing seemed to 
stop the flow through its canal. In Ontario and Quebec 
individuals and associations petitioned Ottawa, crying out 
against what they represented as a violation of the common 
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law of nations and the Waterways Treaty of 1909. But 
international law on riparian rights is far from definite, 
and the treaty of 1909 pretty clearly excludes Lake Michigan 
from the class of boundary waters. It was more than 
doubtful whether compulsory jurisdiction could be claimed 
for the International Joint Commission in the premises, 
and the Dominion Government, probably fearing that a 
request for voluntary arbitration would be refused, did 
nothing beyond sending Notes and maintaining a watching 
brief in the American litigation. No attempt appears to 
have been made by the Department of State in Washington 
to conciliate Canadian opinion; no suggestion seems to 
have been seriously entertained to deal with the problem 
on an international plane. The real and sensitive interest 
of the Dominion was for all substantial purposes ignored. 
The present state of the matter is that the treaty signed 
last summer for the joint development ot the St. Lawrence 
Waterway stipulates that the diversion shall be limited 
by 1938 to a volume which will not appreciably lower lake 
and river levels. That treaty, however, which was only 
drafted after long and strenuous negotiation, is still a long 
way from ratification. 

Even if satisfaction is given us in 1938 the memory of the 
Chicago diversion will long haunt Canadian-American 
relations. It will take its place with the Alaskan Boundary 
question among the arguments of those who counsel 
mistrust. There is no good reason why it could not 
have been quickly and smoothly disposed of, had there 
been an unambiguous agreement for arbitration by an 
impartial tribunal, at the request of either Government, 
of any matter involving common interests. The confident 
assumption of permanent peace is not sufficient. Peace 
requires safeguards. Since 1928 the United States have 
concluded a series of very general arbitration agreements 
with other countries ; and it is scarcely conceivable that 
they would refuse to negotiate one with Canada. It is 
well known, indeed, that the Department of State opened 
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conversations with Great Britain with a view to replacing 
the expiring Bryce treaty of 1908, in which this Dominion 
participated, with an agreement of wider scope. For 
reasons that have not been made public that initiative 
was not followed up ; but it remains still more of a mystery 
why we, in view of our specially intimate relations with the 
United States, should not have moved for a separate 
arrangement. 

Another field in which a clear line of possible progress is 
marked out is the administration of what might be called 
our continental patrimony. Development of this kind 
has already gone far in the maritime and Great Lakes 
fisheries, where seasons and methods of operation are 
regulated by joint commissions. The draft treaty for 
improving the St. Lawrence adds another of these bodies, 
and it may well be that aerial navigation and the much 
disputed realm of radio broadcasting will sooner or later 
be brought under common government. Everywhere 
jealous nationalism has for centuries prevented reasonable 
and equitable exploitation of natural resources for the 
enhancement of human welfare. Whatever may be thought 
of its efficacy for the prevention of war, world organisation 
in the last dozen years has done much to break down this 
obstacle to economic and social progress. Canada and 
the United States, with a common language, parallel 
development, common devotion to a high material standard 
of living, and their tradition of peace, have a unique 
opportunity to lead in this advance towards international 
sanity. 

The security of our future lies in the strengthening of 
the spirit and machinery of co-operation and the main- 
tenance of firm understandings for the impartial and 
expeditious settlement of disputes when they arise. Nor 
does the whole burden of this duty rest upon the greater 
nation. Provocative comment upon every occasion when 
our interests come into conflict with those of our neighbour 
is a luxury which Canadian citizens and Canadian news- 
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papers professing a regard for the welfare of their country 
might wisely deny themselves. It adds nothing to our 
established resolution of independence; it detracts from 
our national dignity and engenders a habit of irascibility 
which prevents clear perception of the realities of our 


position and the steady but unchallenging course which we 
must follow. 


Canada. 
January, 1933. 





AUSTRALIA 


I. Tue Feperat CHrRonicie 


HE successful conversion of the New South Wales 

loan on the London market, and the hopes of further 
conversions in the cheap money market overseas, reductions 
in interest rates on Treasury bills from 4 to 33 per cent., 
and in deposit rates by the Commonwealth Bank and the 
Savings Bank in Australia, the prospect of a good season 
and of sane government, produced a cheerier outlook than 
the business world has known for nearly three years. The 
stock market rose steadily, a gratifying indication of hopes 
renewed, with some justification in the success of the 
efforts of management in the overhaul of business. Indeed, 
the widespread feeling that the worst was past excited 
some apprehension that, particularly in politics, efforts 
still necessary would be relaxed. 

A welcome sign of a new chapter in affairs was that, with 
the financial year ending on June 30, six of the seven govern- 
ments had presented their budgets before the end of 
September. All were able to show that they would be 
within their allowance of deficits, though by the use of 
characteristically different methods. For example, in 
New South Wales the Stevens Government were prepared 
with economies on a scale which vied with the spectacular 
deficits of the State in recent years; in Queensland the 
outstanding feature was an increase of the income tax 
and the reimposition of the super land tax. The methods 
of the other States lay between these two, as the political 
situation permitted or demanded. The Commonwealth 
surplus of £12,000 was achieved by bringing in a surplus of 
£1,301,000 from the preceding year. Further economies 
were shown in the salaries of Members of Parliament, 
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Ministers and public servants, and in old age and invalid 
pensions. By November a change had taken place. 
Increased imports indicated an improvement of {3} 
millions on the estimates of customs revenue. Of this 
the Government devoted {1,300,000 to the reduction of 
the land tax by one-third, and provision was made for 
further relief in special consideration of losses incurred by 
the fall in the price of primary products; the exemption 
from the Io per cent. super-tax on income from property 
was raised at a loss to revenue of about £500,000, and the 
sales and primage taxes were lifted from various items, 
including books. The announcement was accompanied 
or followed by hopes and warnings—hopes that an im- 
proved financial position might permit further remissions, 
warnings that circumstances might make the remissions 
merely temporary. These warnings were recalled when in 
December it became clear that the Hoover arrangement 
was not to be continued, and that in consequence the pay- 
ments to the British Government which were not budgeted 
for might have to be resumed. At present it is understood 
that these payments may still be deferred.* 

The increase of customs revenue was viewed with mixed 
feelings. Manufacturers and the Opposition expressed alarm 
at the menace to Australian industries of increased imports ; 
the Commonwealth Statistician showed anxiety about the 
possible effects on London balances, and therefore on 
government overseas finance, and the producer must have 
drawn some comfort from the feeling that his exchange 
bonus was better assured. Opinion generally, keyed to 
hopefulness, was content to accept the increase of imports 
as an indication that things were improving. 

The first tariff measure of the Commonwealth Govern- 
ment was to abolish the emergency prohibitions of imports 


* The Government, it is understood, will not ask for these payments at 
this juncture, foreign payments being still suspended under the Lausanne 
agreement. (South Africa has continued its own payments throughout.) 
(See The Times, December 20, 1932.) 
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established by the Scullin Government, and to reduce a 
number of the duties which had been imposed against or 
without the advice of the Tariff Board. Their next was to 
introduce into Parliament the legislation necessary to approve 
and to carry out the Ottawa Agreement. The Agreement 
was assailed on constitutional grounds—first, that it tied 
up the Commonwealth to the British Government in 
matters which were essentially matters of domestic policy ; 
secondly, that it abdicated to the Tariff Board functions 
which were political in character, and therefore appropriate 
only to Parliament. The betrayal of Australian industry 
by Mr. Bruce and Mr. Gullett at Ottawa was denounced 
with ferocity in exclusionist newspapers, and the appre- 
hended shock to industry and employment drove Mr. 
Fenton, Mr. Lyons’s fellow secessionist from the Scullin 
Government, to resignation of the portfolio of Customs. 
A staunchly protectionist but measured statement which 
perhaps expresses the mean of Australian opinion is that 
of the Sydney Bulletin: that the Australian object at the 
Conference was to give our primary industries a lift, that 
the thing to be avoided if possible was doing it at the 
expense of our secondary industries, and that in this Mr. 
Bruce and his colleagues seemed to have succeeded. Con- 
firmation of this view of policy may be found in the im- 
plementing tariff, for the increased preference to Great 
Britain was effected in about 20 cases by a reduction of the 
duty on British goods and in about 440 by an increase in 
the duty on non-British goods. Nevertheless, the Opposi- 
tion opposed; a highly dissatisfied Country party was 
confirmed in its policy of seeking compensations. The 
Agreement was approved after stormy debates; the 
tariff will hang on for debate at a later stage. Meantime 
it is in force. 

The resignation of Mr. Fenton has been referred to. 
The Government had a heavier loss in the resignation of 
Mr. Hawker, Minister for Commerce, on a point of 
conscience. Mr. Hawker had during his election campaign 
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declared that he would vote for the reduction of members’ 
salaries to {600 a year. ‘The Government decided on a 
reduction to £750, and on a private member moving that 
it should be £600, Mr. Hawker resigned office in order to be 
free to vote for the motion. Mr. Hawker was one of the 
ablest members of the Ministry, and one of the rare men 
who represent country interests with statesmanship and 
not with a merely sectional outlook and aim. 

The production of budgets enabled the Premiers to take 
up with more knowledge the measures possible for 
carrying out their resolution of July,* whereby in addition 
to meeting interest obligations and continuing progressively 
to reduce budget deficits, they were to conduct policy 
with a view to reviving industry so as to restore normal 
employment. ‘The last clause implied, of course, that they 
wanted to borrow more money, to borrow and spend it 
outside the progressively to be balanced budgets; and 
there were questions of how to borrow, and how much to 
borrow, which required the authority of the Loan Council 
and agreement with the Commonwealth and trading banks. 
When the Premiers’ Conference assembled in October the 
majority of the Premiers, in accord with the Common- 
wealth Bank, and all but one of the trading banks, desired 
to see a substantial part of the financial effort directed 
towards a beginning of the process of funding the floating 
debt. But the Premier of New South Wales believes that 
the time has not yet come when the expansion of credit 
of the last three years can be beneficially arrested by 
absorbing floating debt in a long-term loan. When the 
Conference had agreed upon an {8 million loan for ten 
years at 3? per cent., he desired that the whole should be 
devoted to public works, other government needs being 
financed by Treasury bills. His colleagues demurred, and 
the usual compromise resulted in an agreement whereby 
the £8 millions was to be divided equally between redemp- 
tion of Treasury bills and public works to reduce 

* See Tue Rounp Tarte, No, 89, December, 1932, p. 200. 
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unemployment. The banks agreed to underwrite the loan, 
and had to carry the greater part of it, for public subscrip- 
tions amounted to less than three millions. 

The relief in various forms of “ primary producers ” 
is the most pervasive subject in Australian politics to-day, 
and has even overshadowed the perennial industrial 
questions. Like these, it provides at once an embarrass- 
ment to governments and an arena of competition between 
State and Commonwealth, for either incurs the reproach 
of lukewarmness at its peril. At the October Conference 
of Premiers there was an opinion favourable to the creation 
of a fund of £2} millions to be made available to the States 
for the assistance of wheat growers. The Commonwealth 
Government decided to provide £1} millions for distribu- 
tion by the States among farmers suffering the greatest 
hardships, and {1 per ton on superphosphates purchased 
and delivered before June, 1933. The country interests 
challenged this as inequitable, for the principle of greatest 
need would involve delay and perhaps humiliating inquiry, 
and would exclude large numbers from any share; also, 
the superphosphate requirements of land varied greatly. 
The form of aid was attacked from an economic standpoint 
—greatest need might stand for greatest inefficiency in the 
farmer, and would support wheat production in unsuitable 
conditions to the detriment of better farming and better 
lands. An export bounty of 4d. or 6d. a bushel was 
demanded ; threats to withhold wheat from the market 
became common, and at one place in Western Australia 
a strike was organised. Agitation against the Government 
plan was reinforced by a formidable political movement in 
Parliament which the Ministry soon found it impossible to 
ignore. ‘They abandoned the superphosphate scheme, and 
raising their subvention to £2 millions, left it to the States’ 
Governments to determine the method of distribution, 
according to their respective conditions, among which, 
of course, were political conditions. 

After wheat, wool. In August, the Government appointed 
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a committee mainly representative of the wool growers, to 
report on the conditions of the industry, and in particular 
as to the measures that might be taken by the industry 
itself and any other industries rather than by Government, 
to alleviate its distresses. The Committee’s Report was 
presented in October. It pointed out that the average 
price for the last two years was 84d. per lb., and that the 
average cost of production, exclusive of interest on capital, 
was 84d. on the sheep stations and 94d. per lb. at sales. 
Interest was put at 43d. per lb. “ Hitherto, the wool 
growers have managed to continue production by getting 
further into debt, and by neglecting maintenance.” It 
was reasonable to expect some improvement in prices, 
but not a recovery to the high levels preceding the slump. 
Costs, therefore, must be attacked for the permanent 
rehabilitation of the industry, apart from present urgent 
necessities. ‘The tariff was responsible for 2d. a lb. in 
the cost of production. Railway freights on wool, and on 
the requirements of the wool producer, had been on a 
discriminatory basis related to the supposed capacity 
of the industry to bear high rates—the recent action of 
Western Australia in reducing freights by 30 per cent. was 
commended, for example. Governments should also 
reduce port dues and charges and the land tax. Shipping 
companies, selling brokers and financial institutions were 
enjoined to make reductions in charges, not merely for the 
sake of the growers, but, in the case of the financial and 
selling institutions, for the sake of their own revenues 
and solvency. The buyer should surrender the “ draft,” 
an allowance of 1 lb. per cwt. The references to interest 
rates are rather ambiguous. Reluctance to advert to the 
method of legislative intervention avoids even any reference 
to the 22} per cent. reductions imposed last year. But 
reductions in interest were imperative, and were taking 
place though slowly and reluctantly. There is an expres- 
sion of sympathy for the creditor (which is rare in these 
days), but a candid admission of “ even greater sympathy 
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for the wool-growing industry.” “ In the present situation 
contributions to the reduction of costs are required from 
all sources, however much they may all with one accord 
begin to make excuses.” As to price, the fall in terms of 
Australian currency was mitigated by the exchange, in 
spite of some incredulity among growers; the exchange 
might be restored to 30 per cent., the 1931 level, or even 
increased. The Report points out that the Common- 
wealth Bank Board has repeatedly refused to recognise 
that the exchange rate should be used to support prices. 
While emphasising the independent status of the Board 
as a condition of public confidence, and making no recom- 
mendation to the Government on exchange policy, it 
directs the attention of the Board to the precarious state 
of the industry and the inadequacy of cost reductions to 
meet the situation, and suggests that the Government 
should do all in its power to make the maintenance or 
even the increase of the rate economically possible for 
the Bank. The Government “ would not be interfering 
with the freedom of the Board if it gave a more positive 
undertaking of liability for the cost of exchange policy 
administered by the Bank in the interests of the Nation 
rather than in the interests of the Bank itself as a trading 
institution.” Thus, in the Report of the Wool Inquiry 
Committee, we visualise “ the Government behind the 
Bank,” as in the Premiers’ Conference the picture is “the 
Bank behind the Government. Finally, while growers 
had always consistently opposed any form of government 
control or fixation of prices, any relapse in prices would con- 
stitute a national calamity demanding exceptional measures. 
The Report recommended the establishment of a wool 
executive representative of the industry, to take prompt 
and effective measures should the occasion arise, and the 
Government should take power, at the request of the 
Committee, to prohibit the exportation of wool except 
on conditions as to minimum reserve price. Should it be 
necessary to secure financial provision in order to hold over 
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wool, the executive should confer with the Commonwealth 
Government for the purpose of securing funds. 

None of the delicacy and reticences which mark the 
Report of the Wool Inquiry Committee are to be found 
in the political agitations in or outside Parliament, of the 
Country party or of producers’ leagues. ‘‘ Writing down ” 
and “ writing off” taste sweet in the mouth of the debtor, 
and government debtors in particular have faith that 
words may be turned into works. Many of them do not 
await political action: they practise various forms of 
resistance, and an “utter disregard” of the “ ordinary 
principles of business probity” by settlers, prompts 
the Victorian Closer Settlement Board to demand inde- 
pendence from political control as an essential condition 
of carrying on. ‘The easier conditions of government 
debtors stimulate other debtors to seek the same haven ; 
the transfer of producers’ mortgages to government, 
against the issue of government securities, is a happy 
thought for satisfying creditors and debtors alike. It has 
not yet commended itself to any government. Granting 
the wisdom or necessity of the temporary measures of 
emergency relief provided by parliaments for mortgagors 
at the expense of creditors, there has been no change of 
conditions to warrant their abandonment. But their 
extension in time and scope involves Parliament in a game 
of consequences without rules. “ Oh, what a tangled web 
we weave, when first we venture to relieve,” was the 
reflection of a worried Attorney-General in Victoria 
smarting under the attacks of Government supporters. 
Les dieux ont soif, and in the celebration of sacrifice there 
is some confusion of gods and victims: strange beings 
array themselves in godlike vestments and crowd on 
Olympus. The general hopefulness that “ Parliament will 
do something” makes it increasingly difficult to distin- 
guish between inability and unwillingness to pay, and the 
demand for relief which shall neither be delayed nor be of 
such a nature as to wound the self-respect of the debtor 
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by impertinent inquiry, makes it hard to make of the 
measures anything like a “ business proposition” which 
may serve as a means of strengthening the economic 
structure. The position provides embarrassment for 
governments with an awareness of ulterior effects. In New 
South Wales, the Government has met it from Labour in 
the Legislative Council; in South Australia, the farmer 
sympathies of an anti-Labour Opposition in one instance 
drove the Labour Government to threaten resignation 
on an attempt to overturn a judgment of the Supreme 
Court in a particular case. In Victoria, a Government, 
with a large majority over Labour in an Assembly elected 
a few months ago, had to submit to seeing the business of 
the House taken out of its hands on the Financial Emer- 
gency (Mortgages) Bill, with the result that a chain of 
irresponsible and uncoordinated amendments provoked 
a memorandum from the parliamentary draughtsman 
reporting that the position could not be cured by drafting 
skill, since it resulted as much from the clash of principles 
as from the confusion of words, and that the passing of the 
Bill as it stood might result in something approaching 
legislative chaos. 

Some of the economic results are already apparent, 
and the cheapness of money mocks those who have need 
of it, but whose credit is being destroyed by their own 
action. The sources of money for mortgages on land are 
dried up, with an ultimate effect on the land values which 
that money sustains. Investment generally will find its 
own course ; trustees no doubt are embarrassed—govern- 
ment securities alone remain for them. It is one of the 
ironies of to-day that the restricted area of trustee invest- 
ments tends to be regarded from the standpoint less of the 
protection of beneficiaries than of the needs of borrowers. 

The path of governments in other respects has been 
hard. The general recognition of the need for economy 
does not stay the claim for special consideration of deserving 


objects of expenditure, nor the need for balancing budgets 
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prevent resistance to specific taxation proposals. Some of 
the disorders of our affairs it is sought to cure by further 
resort to independent and non-political boards on matters 
in which political pressure distorts public administration 
to the impoverishment of the Exchequer; resistance is 
less on constitutional grounds than on appeals for an 
assurance of the “sympathetic consideration,” which 
Ministerial discretion offers. Another characteristic of 
the day marks an inevitable departure from the traditions 
of constitutional government: a considerable part of the 
work of a Ministry is in reversing the measures of its 
predecessors both in legislation and administration ; it is 
facilitated by the liberal devolution of powers to the 
Executive. Mr. Stevens has to undo the work of Mr. Lang, 
and Mr. Forgan Smith in Queensland is busy on the doings 
of Mr. Moore. Mr. Lang gives notice that when he 
returns to power he will not recognise the appointments of 
Mr. Stevens, who has displaced, for reasons that all the 
world may read, various appointees of Mr. Lang. But 
perhaps the trial may not come, for Mr. Lang is supposed 
to be thinking of Commonwealth rather than of State 
politics, and has his eye on Mr. Scullin rather than on Mr, 
Stevens. The completeness of our revolution may be seen 
when it is the Sydney Bulletin which proposes that demo- 
cracy shall be protected against itself by constitutional 
conditions imposed on parliamentary borrowing, and 
declares that “‘ what self-governing rights demand is that 
there shall be some authority (and what authority can it be 
except the Governor) which shall satisfy itself that a 
Government is in step with the people and which, if it 
cannot so satisfy itself, shall be required to send the Govern- 
ment to the people for their judgment.”* 


* The Sydney Bulletin, October 26, 1932. 
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T the presenv time Labour is in power in South 

Australia and Queensland. But the Labour Govern- 
ment in South Australia is disowned by the Trades Hall, 
and the Premier, Mr. Hill, is excommunicated because he 
supports the Premiers’ Plan. In Queensland the Govern- 
ment of Mr. Forgan Smith is virtually the nominee of that 
powerful but moderate union, the Australian Workers’ 
Union. In the Commonwealth and the other four States 
the parties in power can only be described generically as 
non-Labour parties. In several States a party called the 
United Australia party comprises the elements opposed to 
Labour, but opposition to Labour is their chief bond of 
union. Radicals, individualists, conservatives, protectionists, 
free-traders and ex-Labour men dissatisfied with the forces 
which at present sway the Labour party are united in a 
single party, but not in sentiment and ideas. 

The powerful country interests have always been par- 
ticularly opposed to tariff extremism and to the industrial 
privileges fought for by the Labour unions; in their 
attitude to many social questions indeed they are the 
most conservative of the three parties. For a consider- 
able number of years groups were formed by country 
members inside the Liberal and non-Labour parties, 
but for various reasons they have separated from them 
and organised themselves on the basis of class interest, 
seeking to secure their own point of view by dissociating 
themselves from the other parties, and by giving support 
to either of them in return for benefits received. This 
attitude has compelled the adoption of a new form of 
Ministry—the composite Ministry. Theanti-Labour groups 
retain their separate allegiance to their own party organisa- 
tions and go to the polls as separate parties ; their members 
support the same Ministry in the House, and oppose one 
another at the polls. 
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This grouping of parties may be briefly described as the 
organisation of two “interests” for political purposes 
against the rest of the community. The agrarians and the 
Labour party each stand for homogeneous interests; and 
political experience usually shows that in either case a direct 
single-minded influence is paramount. In Australia the large 
preponderance of voting power which isapparently possessed 
by the other sections of the community is too often 
defeated by the parties which have a particular economic 
bias, a result which is assisted by the fact that the Labour 
vote in country districts is usually cast against the United 
Australia party, and agrarians very often depend upon it at 
elections. 

All parties would probably resent this summary of the 
position. The Country party considers that in a country 
like Australia rural interests should prevail and secure 
political recognition above all others. Labour not only 
relies on the superior claim of the less fortunate classes ; it 
also suggests that it has, in socialism, the only existing 
political scheme for reorganising society on an ethical 
basis. ‘The United Australia party disclaims toryism and 
points to a century of progress under the stimulus of liberal 
ideas ; it stands for constitutional government after the 
classical tradition which it considers to be threatened by 
parties with a solely material basis. Adverse paity criticism, 
of course, puts these claims in another light. Both the other 
parties see the influence of the tory capitalist, the exploiter 
of the primary producer as well as of the worker, behind the 
United Australia party. The liberal suggests that the 
political demands of the man on the land are essentially 
parochial, the most obstinate impediment to financial 
reconstruction. The traditional expenditure on public 
works—“ Roads and Bridges” —no longer satisfies him. He 
uses his power to exact all sorts of help from the State, 
assistance in marketing, the repair of misfortunes due to 
the act of God, whether by drought, fire, or flood, and 
even direct financial advances. 
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Few politicians of any experience are afraid of the Labour 
party attempting to put Marxian socialism into operation. 
They do, however, believe that there is a serious danger of 
domination by the Labour machine in the interests of a 
class. Such domination would be purely dynamic; it would 
support no spiritual or ideological system, and it would bring 
about no social reconstruction. Labour would exercise 
irresponsible control by seizing the administrative machine 
and establishing a kind of Labour fascism or bolshevism, 
which would transfer to members of the party the power 
and privileges once possessed by the old ruling or capitalist 
classes; the rank and file would have the satisfaction of 
seeing their own class in the ascendant. After the changes 
that have taken place in the intimate structure of modern 
society, there is no doubt that the Labour form of organisa- 
tion, the psychology of the workers, and the peculiar appeal 
of solidarity make such a dictatorship quite a possibility. 
The position attained by Mr. Lang, and his retention of the 
loyalty of nearly half the electorate after a wholly irrational 
and destructive term of power, are strong evidence in 
support of this view. 

The truth is that the State in modern times has aban- 
doned its old laissez faire attitude in response to the claim 
that it should secure social amenities and protection for the 
weak. This done, it found that considerations of a material 
character exercise a far more potent influence than senti- 
ment or justice. The parties group themselves round 
“interests,” and the two interests most easily organised 
are those of the worker and the primary producer. They 
alone are positive in their objective and aggressive in their 
political methods, and so they dominate the political scene. 
Of the two, Labour is easily the most powerful. Its 
leaders show far more political sense, and its contact with 
the daily life of the worker gives it a power of interpreting 
the feelings of the masses which, to the intellectual, seem 
quite inarticulate. It preaches class-consciousness, rightly 
from its own point of view, because a class-conscious 
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proletariate is almost impossible to defeat. The power of 
the agrarians is limited by the fact that they have no 
representation in the towns. In the country they are more 
powerful than the United Australia party except when a 
wave of feeling against Labour is sweeping through the 
constituencies. On such occasions the Australia party 
reaps the benefit. Thus the political power of the agrarian 
party can never become complete without the assistance of 
other parties. In a very real sense it has power without 
responsibility. 

It would, of course, be absurd to suggest that the non- 
Labour sections of which the United Australia party is 
composed are not inspired by material as well as other 
considerations. Conservatism, capital, land, wool, finance, 
commerce—all of them “interests” in the traditional 
sense—do stand behind the party. But these sections 
have little common ground ; their objectives are diverse, 
and they have practically no organisation. More important, 
they are always on the defensive. It pays the Labour and 
Country parties to talk of the money power, of “ Flinders 
Lane” or “ Pitt Street,” though as political influences 
they hardly exist. Wealth is indeed a handicap in Australian 
politics, and the elements we have just mentioned—all 
important in the Australian economic system—are very 
scantily represented on legislative bodies and have little 
influence on political decisions. This too produces a lack 
of responsibility and a distressing absence of public spirit. 

It is a bad thing for financial leadership to be thus 
divorced from political leadership. The conservative 
sections are willing to make big concessions on matters of 
policy as long as financial control is not taken from them. 
They throw open the non-Labour leadership to the 
leaders of the more radical parties, men with a wide popular 
appeal, in the hope of detaching support from the 
extremists. This has been done for years in Victoria, 
where we find the fierce challenger of the financial interests 
of one decade holding back the challenger of the next— 
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McCulloch in the ’sixties and ’seventies, Graham Berry in 
the ’seventies and ’eighties, Deakin in the ’eighties and 
*nineties, Turner in the ’nineties and the next decade, and, 
in New South Wales, Hughes in the pre-war and post-war 
decades, are all illustrations of this principle. The Liberal 
leader always leads a miscellaneous band whose main bond 
of union is that they are less extreme than the dominant 
Labour leaders and not so sectional as the agrarians. 

With the surrender to State socialism, politics in Aus- 
tralia have changed from a conflict of sentiments and ideas 
to a conflict of interests. The manifold economic and 
financial issues that arise in connection with the formulation 
of policy for State business, and intricate problems of 
administration, complicate every political development, 
and furnish occasions for attack and intrigue, for oppor- 
tunism of the most destructive type, and for a ruinous 
parochialism. Each party must orient its policy towards the 
major questions which affect the State services, cater for 
State servants and State customers, and assuage taxpayers 
as best it may. Responsible government, which alone 
can integrate the forces capable of enabling the community 
to exercise its common will, tends to be destroyed. 

The manufacturing interest which has grown up round 
the Australian tariff operates in an erratic way in this field. 
It is naturally aggressive, the Australian tariff is all the 
time fighting against nature, and the majority of manu- 
facturers are engaged in a struggle for their economic 
existence, of which the tariff is a condition. Being capi- 
talists, they are naturally opposed to Labour’s industrial 
and socialist policy, and are thus found voting with the non- 
Labour parties. But the Labour parties are now more fanati- 
cally protectionist than any other section of the community ; 
Labour Ministers of Customs forgive the capitalism of 
manufacturers who support extreme tariffs, and give 
them an exceptionally good deal. In return Labour, even 
when led by Mr. Lang, has raised large contributions from 
manufacturing groups. ‘The policy of the manufacturer is 
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:O a great extent determined by the numerous small indus- 
trial units which the tariff has called into existence, and 
which form the majority in chambers of manufacturers. 
Labour policy aims more and more at attaining class 
domination and monopoly through such devices as a 
preference in everything to unionists or resistance to the 
awards of wage tribunals. The concessions that struggling 
manufacturing groups are prepared to make in return 
for tariff advantages are exceedingly embarrassing to non- 
Labour leaders. 

The Nationalist and United Australia parties lack then 
the solid support of a united section of the community 
with a great tradition and consistent philosophy, like the 
two older parties in Great Britain, the Conservatives and 
Liberals. They are usually led by a man with radical 
tendencies and popular appeal, who finds that his radicalism 
has gone far enough and wishes to oppose the more extreme 
elements with which he has been associated. His followers 
are bound together by no particular creed ; they are there 
because politically they stand on his right, and he finds the 
support of the more conservative of the sections that he leads 
sullen and grudging. They disclaim responsibility and regard 
the constitution of the party as only one step better than 
socialism. ‘They smart under discriminatory taxation, and 
the legislation which penalises the great financial interests 
and landed industry, and they are debarred by the temper 
of the electorate from actually taking part in public affairs. 
There are signs indeed of a conservative renaissance. Mr. 
Menzies, K.C., the deputy Premier of Victoria, one of the 
ablest young men who have entered politics since the war, 
frankly calls himself a conservative, and he has a body of 
enthusiastic followers called the Young Nationalists. But 
the overmastering parochialism of the country parties and 
the pressure of aggressive vested interests associated with 
State activities make progress difficult for any political 
movement which follows the old tradition. 

This diagnosis will explain a great deal that has happened 
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in the last two years. Mr. Lang’s regime in New South 
Wales was purely irrational and irresponsible, only to be 
explained as an attempt to destroy the economic fabric. 
His methods threatened and frightened every interest in 
the community, and led to the political defeat of his party 
throughout Australia. But though some of the more 
moderate unions are strongly against him they prefer to 
fight him inside the party, and the solidarity of the Labour 
party has not been sensibly impaired. It never has suffi- 
cient strength to carry an election unaided, and if its casual 
supporters vote against it it is always defeated. Neverthe- 
less, the solid block of political power that the Labour 
party represents is always the strongest single force in 
politics, though better able to realise its policy in opposition 
than in office. When the difficulties which the heterogeneous 
character of the followers of the United Australia party 
involves are considered, the innate strength of Labour can 
easily be realised. 

As a result of this conjunction of forces Mr. Hughes 
after the war succeeded in imposing a good deal of his 
State socialism upon Australia. Mr. Bruce was at first 
deceived by the prosperity induced by imports of borrowed 
capital, and when he (earlier than most) spoke the truth 
and tried to meet the coming change of fortune, he fell. 
The Labour Ministry which then took office was defeated 
by Langism. Mr. Lyons, the present Prime Minister, was 
a Labour leader, but he has not the aggressive temper of 
Mr. Hughes, and his genuine patriotism and tact make him 
an excellent chief for the mixed party which follows him. 
But immediately anything is done which cuts across an 
issue in which sectional interests are involved the troubles 
of the present Government begin. The Lyons Government 
came into office pledged to a more moderate tariff, but when 
they made a beginning by lowering tobacco duties of 500 per 
cent. they were attacked by the leader of the Country party 
for depriving a rural industry of protection, and when they 
attempt to honour the Ottawa Agreement they mobilise 
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an immense force of manufacturers and workers against 
them. They are now indeed in danger of protectionist 
defections on the one side, and an attack from the agragrians 
for not lowering the tariff still further on the other. At 
the same time the effort to secure economy in public 
expenditure is always hampered by an interest which is 
more solid than any other in Australia, the public service. 

In New South Wales, Mr. Stevens, a leader of great 
ability, is struggling with a problem of extraordinary 
difficulty. In Victoria, the position of the strongest 
Cabinet the State has had for years is at present weakened 
to an exceptional degree by defections. The Government 
has to choose between treating important clauses in Bills 
before the House as not vital—a humiliating course—and 
sacrificing the only combination which is likely to face the 
problems that confront the State. In South Australia, the 
Premier, Mr. Hill, disowned by his own Trades Hall, is 
almost certain to be defeated in his electorate when he goes 
to the polls next year. In Western Australia, all parties 
are at one in their condemnation of the federal tariff policy, 
and there is a powerful secession movement ; in a young 
State of this kind such grievances all tend to discourage 
economy. It will thus be seen that a difficult party complex, 
combined with unparalleled economic difficulties, makes the 
parliamentary machine work badly in Australia, and in a 
country so deeply committed to State socialism the effects 
of political inefficiency are more serious than they would be 
under a more individualistic system. On the other hand, the 
control of the State has enabled reconstruction schemes of 
great importance to be carried out, and the difficulties 
that face Australia to-day are probably less than those which 
confront most other countries. 


Australia. 
December 21, 1932. 





SOUTH AFRICA 


]. Tue Pouiticat SiruaTion 


HE political situation here since our last survey in 

the September number has undergone a sudden and 
dramatic change. At that time, notwithstanding the 
prevailing distress in the country and a rising tide of 
criticism of the gold standard policy of the Government, 
nothing had occurred to shake the confidence of Ministers 
in the loyalty of their parliamentary supporters, or in their 
hold on the party in the country. Indeed, the result of 
the by-election at Colesberg had gone far to confirm that 
confidence and to discourage the hopes of the South 
African party that the popular tide had at last turned in 
their favour. The results of the Ottawa Conference were 
well received by both parties, and general approval was 
expressed of the manner in which the Minister of Finance, 
Mr. Havenga, had acquitted himself at the Conference 
as leader of the South African delegation. It had been 
expected in some quarters that the return of Ministers 
from the Conference would lead to some modification 
of the Government’s policy as regards our remaining on 
the gold standard. ‘That, however, was quickly dispelled 
by reiterated declarations of the Prime Minister and the 
Minister of Finance. The Prime Minister emphatically 
stated that neither he nor any of his colleagues would 
be responsible for such a step. 

At the same time the feelings of many people throughout 
the country, more especially among the British section, 
were seriously perturbed by certain speeches of the Prime 
Minister, which were understood as meaning that he 
regarded the recent political movements as indicative of a 
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general attack on the Afrikaans language and people, and 
that the next election would be the occasion of a bitter 
racial conflict. A counter agitation sprang up in certain 
centres, criticising the South African party for its alleged 
laxity in defending British interests and threatening the 
formation of political or semi-political organisations on 
strictly racial lines. Disclaimers and explanations have 
to some extent relieved the tension, but reference is made 
here to the accentuation of racial feelings as contributing 
to the further developments which will be recorded below. 

The division in the South African party in Natal, 
which was described in the September issue,* would 
appear to have been definitely averted by the skilful 
handling of the situation by General Smuts. At a congress 
of the Natal section of the party in September, he definitely 
laid it down that, while he and the party were prepared to 
go far in extending the powers of Provincial Councils on 
federal lines, he would not agree to modify the basic 
principle of the Act of Union—the unlimited supremacy 
of the Union Parliament. Whatever extension of powers 
Provincial Councils might desire, must therefore be 
sought within the four corners of the South Africa Act. 
With this the parliamentary representatives of the party, 
with two or three dissentients, professed themselves to 
be satisfied. At a general congress of the party held at 
Bloemfontein in December this statement of policy was 
endorsed with acclamation, and no dissentient voice was 
raised. ‘To all outward appearance, therefore, the party 
ranks are closed again. ‘The so-called Devolution League 
in Natal still pursues a somewhat distracted course, but is 
unlikely to be a source of political trouble. 

By this time, however, the result of a by-election at 
Germiston had brought a remarkable change in the political 
scene. The vacancy at Germiston was caused by the death 
of Mr. George Brown, who was a prominent member of 
the Labour party when it formed what was known as 


* Tur Rounp Taste, No. 88, September 1932, p. 896. 
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the Pact with the Nationalist party in 1924. He won the 
seat then and held it at the 1929 election by an increased 
majority of 877 in an electorate numbering round about 
3,000. When a section of the Labour party broke away 
from the leadership of Colonel Creswell and declared its 
independence of the Government party, Mr. Brown at 
first remained as a follower of Colonel Creswell, but towards 
the close of the last parliamentary session, he joined the 
other section. In the recent by-election five candidates 
went to the poll. Besides the Nationalist, South African 
party and Labour candidates, two others came forward, 
representing independent groups which have sprung up in 
opposition to the Government. As, however, the two 
independent candidates with the Labour candidate only 
polled between them 216 votes, the election was, in the 
result, a straight contest between the Nationalist and 
South African parties. The electorate in the meantime 
had been very largely increased owing in part to the growth 
of the constituency since the last delimitation, but mostly 
to the inclusion for the first time of women on the voters’ 
roll. The result was a poll of 4,257 for the South African 
party candidate, as against 3,076 for the Nationalist. 
Shortly afterwards, at a by-election for the Provincial 
Council at Roodepoort, one of the divisions of the Wit- 
watersrand, which had been held for the South African 
party at the previous election by a precarious majority, 
the South African party candidate obtained a majority of 
1,986 against a Nationalist party candidate. While these 
results were naturally acclaimed by the South African 
party as demonstrating that the tide of popular favour had 
set strongly in its direction, a more impartial survey of 
the situation led to the conclusion that they were anti- 
Government rather than pro-South African party victories. 
This aspect of the matter was quickly sensed by General 
Smuts, who, at the general congress of the party at Bloem- 
fontein early in December, announced that his appeal to 
the people for a change of government was to be on a wider 
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basis than that of party. He appealed more particularly 
to adherents of the Labour party, now reduced to impotence - 
by its internal divisions; promised a comprehensive social 
and industrial programme and urged co-operation among 
citizens of good will, regardless of past party affinities, 
with a view to obtaining a Government of national as 
against racial and sectional outlook. An immediate 
response was the issue of a statement by nine prominent 
members of the Labour party, headed by Mr. Morris 
Kentridge, M.P., announcing their adhesion to the South 
African party. This undoubtedly gave a marked stimulus 
to the growing desire throughout the country for a change 
of government, not merely by a transfer of power from one 
of the existing parties to another, but by the coming together 
of men of all parties to form what is vaguely called a 
national Government. 

This was the moment which brought back to the political 
arena Mr. Tielman Roos. Mr. Roos, it will be remembered, 
was Minister of Justice in the Nationalist Government 
which took office in 1924. He was leader of the party in 
the Transvaal, and was generally regarded as second in 
authority in the Ministry. A breakdown in health (and, 
according to the political gossip of the day, inharmonious 
relations with some of his colleagues) led to his resignation, 
and in 1929 he was appointed to the Bench of the Appellate 
Division of the Supreme Court. It has been a matter of 
public notoriety that his transfer to the judiciary only 
suspended and did not oust his interest in politics. An 
early return to the active field of politics has from time to 
time been anticipated by the public and urged upon him 
by his friends. On December 16, at one of the Dingaan’s 
Day celebrations, he announced his early return, and a 
few days later he resigned his judicial office and came forward 
as the leader of a movement for a national Government on 
non-racial lines, and for a devaluation of the currency. 
The effect on our financial policy was immediate. The 
flight from the gold pound which has been going on with 
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varying intensity since the abandonment of the gold 
standard by England assumed such dimensions that on 
December 28 the Government, by ministerial decree 
in the form of a statutory regulation by the Governor- 
General, relieved the Reserve Bank from the obligation 
to redeem its notes in gold and thereby terminated our 
gold currency standard. 

Politically the impetus given by Mr. Roos’s reappearance 
to the movement for a national Government took two 
directions. In some quarters it revived the desire for a 
rapprochement of the two official parties. Others looked 
to Mr. Roos to break down the barriers of party allegiance, 
and to draw from both parties sufficient support to enable 
him to form what was vaguely termed a coalition Govern- 
ment. General Hertzog in the name of the Nationalist 
party at once denounced Mr. Roos’s move as an act of 
treason to the party. He has also made it clear that he 
will have nothing to do with any proposal for co-operation 
with the South African party. So far only two or three 
of the Government supporters in the House of Assembly 
have openly declared allegiance to Mr. Roos and, except 
for his own assertions, there is nothing to indicate a 
defection from the Nationalist ranks in Parliament on 
such a scale as to cause the defeat of the Government. 
The South African party declared its willingness to 
co-operate with Mr. Roos on the basis of his being able 
to carry with him sufficient numbers of the Nationalist 
party to constitute a workable coalition Government. 
Negotiations followed but broke down. Mr. Roos, with 
an undeclared hand as regards the number of his parlia- 
mentary supporters or the policy to be followed by the 
new combination, insisted on control of the new Ministry 
being vested in the Nationalist elements who might follow 
him. To this the South African party negotiators, who 
were representing their party as a whole, could not agree. 

What will next emerge from the present nebulous situa- 
tion it is difficult to surmise. Mr. Roos must do one of two 


442 





The Political Situation 


things: either bring himself into line with the main body 
of the Nationalist party—to which he has throughout 
declared his adherence—or form a third party in opposition 
to the other two. The question of immediate importance 
is whether his followers in the House—he himself of course 
is not a member—will join the South African party in an 
attack on the Government, and if so whether enough of 
them will vote against the Government to bring it down. 
On neither of these points is there as yet any certainty.* 
The Government position itself is by no means assured, 
The Prime Minister has repeatedly and emphatically 
declared that his Government would not remain in office 
if South Africa abandoned the gold standard. Merely to 
ignore these pledges will undoubtedly mean loss of prestige 
and exposure to damaging attacks. On the other hand, if 
they can avoid defeat in the House, there ar@ certain con- 
siderations which may tempt them to carry on till next 
year when the present Parliament expires. The departure 
from the gold standard has brought our currency in ex- 
change value to within a few points of sterling and in con- 
sequence the gold-mining industry is now receiving a large 
premium in South African currency on the sale of its gold. 
On an annual output of about £45 millions in gold pounds, 
this premium, at present rates, will amount to about 
£13 millions. Even if the Government does not impose 
a special tax on this source of profit (as they are fairly 
certain to do), the enhanced receipts from the income tax 
and mining leases will produce a marked improvement in 
the budget position, and with additional taxation on tite 
gold premium they could look forward to a useful surplus. 
They have already informed the civil service that the recent 
salary “ cuts ” will be restored on April 1 next. Whether 

* A motion by General Smuts that the Government should resign and 
make way for a National Government was defeated on February 1, the 
voting following normal party lines. Mr. Roos’s followers voted with the 
Nationalists, At the present moment the news from South Africa, if there 


is to be a coalition, points in the direction of one between the Nationalist 
party and the South African party. 
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they will remain in office till next year and go to the country 
on the strength of a financial rehabilitation or dissolve 
Parliament this year before Mr. Roos has time to organise 
a militant Opposition—if indeed that is his intention— 
it is too early yet to predict. 


II. Tue Orrawa AGREEMENTS 


WO more or less distinct policies have run through 
the sequence of Colonial and Imperial Conferences. 
The British Government has tended to stress the ideas of 
common defence and closer political machinery, an 
imperial council in the palmy days of the “ New Imperial- 
ism,” or a permanent secretariat or preparatory commission 
in the post-war Commonwealth era. The Dominions, 
on the other hand—and this is not to lose sight of the 
preferences they have given to United Kingdom goods 
from time to time—have, to put it bluntly, set their hearts 
on getting in on the ground floor of the British home market 
and at the same time warding off British competition from 
their own nascent secondary industries. 
South Africans remember that it was Jan Hofmeyr. 
a South African, who, at the first Conference of 1887, 
and again at Ottawa in 1894, with the warm support of 
Rhodes, the federalist Home Ruler, tried to unite the two 
policies by proposing the imposition of small extra duties 
on foreign goods at all imperial ports of entry whose pro- 
ceeds should go towards the upkeep of the royal navy. 
Nothing came of the scheme, and except during what may 
be called the “wind-up period” from 1911-14, South 
frica’s delegates, of whatever political complexion, hankered 
openly after preferences and resisted all centripetal political 
proposals. Protectionists almost to a man, South Africans, 
whether of British or of Afrikander stock, have watched 
with hopeful approval the growing power of the protection 
preference forces in Great Britain. They accepted the 
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preferences on wine and sugar and fruit of 1924 as the 
welcome earnest of greater things to come; they hailed 
the Conservative landslide of 1931 in the Old Country, 
just before the assembling of the Ottawa Economic 


Conference, as the promise that these greater things were 
coming at last. 


There was need for great things. The Union’s approach 
to Ottawa must be seen against a dark background. Here 
was a small European community uneasily balanced upon 
the back of a comparatively large black proletariat, clinging 
in something like isolation to the rock of the gold standard, 
with its money pouring overseas and business going dead, 
its balance of trade becoming more “ favourable ” monthly 
by dint of a headlong fall of imports which outran the 
steady fall of heavily subsidised exports. To a community 


in such a state Ottawa shone full of promise in the golden 
west. 


Not all South Africans, however, looked forward to the 
Conference with enthusiasm. ‘True, imperial sentiment 


appealed strongly to many of General Smuts’s followers in 
the South African party, and even where sentiment counted 
for little there was a desire to make a deal with what was 
after all far and away the most friendly of the great Powers, 
and one with a vast dependent empire. On the other 
hand, some of the Nationalists definitely hated the Empire, 
Commonwealth, call it what you please, while others were 
deeply suspicious of any imperial entanglement. The 
extravagances of the Empire Crusaders had alarmed these 
men ; they feared that they might somehow be manceuvred 
into a pan-British economic kraal. To them the Union’s 
commercial treaty of 1928 with Germany had appeared 
not only as a good stroke of business, but also as an assertion 
of economic autarchy and an anti-imperial gesture. That 
treaty gave Germany most-favoured-nation treatment, 
and then stood in the way of special preferences to Empire 
products in Union markets. Yet as recently as February 
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1932, when this point was raised in the House of Assembly, 
the Government declined to hear of its modification. 

Nevertheless, even the most ardent South African Sinn 
Feiner had to admit that it was to the Union’s interest 
to come to terms with Great Britain, and possibly with 
other Dominions. General Hertzog had hinted as much 
after the Imperial Conference of 1930. He had, of course, 
taken up a stiff particularist attitude, but he had admitted 
frankly that existing voluntary mutual preferences were 
precarious, and that what he looked for was fair bargaining 
in the future which would stabilise preferences “ for periods 
sufficiently lengthy to create confidence.” By the middle 
of 1932 that need was imperative. Thanks to their 
divergent currencies, the Union and the Rhodesias were 
drifting apart economically ; Canada had put an almost 
prohibitive anti-dumping duty on subsidised Union maize ; 
above all, everyone knew that Great Britain’s adoption 
of protection had revolutionised the situation. Of late 
years Great Britain’s tone at Imperial Conferences had 
altered somewhat. There was less of the kindly but 
harassed father talking with exigent sons, and more of one 
partner talking friendly but quite definite business with 
other partners. Now, protectionist Great Britain had 
given notice that, in default of agreement, existing prefer- 
ences would disappear in November 1932. That would 
have been a very grave matter for the Union. In 1931 
South Africa ranked fourth among the national purchasers 
of British goods, taking as she had done for ten years past 
more than the Argentine, but, on the other hand, excluding 
gold and including re-exports, over 70 per cent. of her 
exports in that year had gone to England as contrasted 
with Australia’s 45 per cent. and Canada’s 31 per cent. 
Every year, too, she was, like Australia, becoming more 
dependent on her export trade. 

As the date fixed for the Conference drew nearer, 
expectations rose higher, sometimes to extravagant heights, 
when otherwise sober business men could wax lyrical 
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at being on “the threshold of a new economic era, of a 


complete recasting of economic theories.” Mr. N. C. 
Havenga, Minister of Finance and leader of our delegation 
to Ottawa, took an early opportunity to dispel any such 
ideas. To him Lausanne meant much more than Ottawa. 
“It would be folly,” he said in words reminiscent of 
Smuts’s warning long ago that the ills of the post-war 
world were psychological more than anything else, “to 
imagine that Ottawa, in itself and by itself, can achieve 
the impossible—the restoration of economic health to a 
world in which old habits of thought . . . still prevail.” 

It was in a mood of cautious optimism, therefore, that 
the mixed public of the Union saw its delegation sail. 
Three Ministers went: Mr. Havenga (Finance), Mr. P. 
Grobler (Lands) and Mr. A. P. J. Fourie (Mines and 
Industries), with a full tale of official advisers and secre- 
taries. There went also a large unofficial delegation wisely 
chosen without regard to national antecedents or political 
affiliations, representing the Chambers of Mines, Com- 
merce, and Industries, the wine and fruit interests, the 
South African Agricultural Union, and the Federated 
Farmers’ Co-operative Association. Last, but not least, 
went the editor of the Cape Times, thanks to whose special 
reports the proceedings at Ottawa held their own as 
first-class items of public interest in spite of the hot 
competition of two long-drawn-out murder trials, the 
sequele of the tar-and-feathering of a too outspoken 
university lecturer by young Transvaal hotheads, and a 
furious by-election at Colesberg. 

Of the doings of our delegates at Ottawa it is sufficient 
to record only two facts, and, in the lurid light of our day- 
to-day local politics, it is pleasant to be able to record them. 
The salt sea breezes, the kindly mists of London, and the 
keen air of the Ottawa plateau dispelled old party and 
so-called racial feuds; the relations between officials and 
non-officials were so close and cordial that the Union 
delegation earned the title of the happy family of the 
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Conference. Secondly, Mr. Havenga maintained the 
Union’s reputation of always having at least one big man 
to send to conferences, or at any rate a man who on that 
wider platform and in a larger air can rise far above the 
level of the workaday party politician. He was definitely 
one of the Conference’s successes. As chairman of the 
Foreign Relations Committee he probably set up a record 
by getting through the work in twenty minutes, though 
it must be confessed that that was easier than it sounds, 
since the Committee agreed that there should be no 
common policy, but that each State should be free to 
formulate its own policy towards “lesser breeds without 
thelaw.” For the rest, he set a good and, it has been 
whispered, a needed example of reticence outside the council 
chamber, while within it he always showed himself clear- 
headed and moderate. Before sailing he had outlined his 
policy: no ring fences, freedom to trade without as well 
as within the Commonwealth, no fostering of obviously 
unsound secondary industries, and an attempt to make a 
start with the lowering of world tariffs. He stuck to that 
policy throughout, and thus came nearest perhaps of all 
the Dominion leaders to the British standpoint. Maybe 
that was one reason why he and his companions came 
away from Ottawa better pleased than most of their 
compeers. 

After the conclusion of the Conference our ministerial 
delegates proceeded to Washington and New York, and 
then went their several ways: Mr. Grobler to California, 
where our fruit-growers had gone to school in the early 
days; Mr. Fourie to Europe, whose markets had always 
been in the minds of our delegates even in the more 
enthusiastic moments at Ottawa; and Mr. Havenga to 
London and so home. There, in the middle of the Orange 
Free State, where such an admission means more than it 
would elsewhere, Mr. Havenga generously expressed his 
appreciation of the way in which the British “ went out 
of their way to help Dominion producers, at times even 
atithe cost of extra burdens upon their own people.” 
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Altogether, as one of our unofficial delegates put it, 
Ottawa had been a good beginning of “‘a great experi- 
ment .. . all that a wise man could expect.” 

Like everyone else, the people of the Union were left 
some time in expectation. Certain facts were, however, 
known at the close of the Conference. Nationalists 
naturally hailed the rather colourless report of the Monetary 
Committee to the effect, inter alia, that steps should be 
taken to avert wild fluctuations in the gold value of sterling 
as an endorsement of their policy of adhering to the gold 
standard ;. their opponents suggested that the Committee’s 
preoccupation, like that of the pre-war world, had been 
with sterling and not with gold per se. Be that as it may, 
this particular dispute is now of only academic importance, 
as in the middle of December the Union slid off the gold 
standard and within a month had sunk to the level of 
sterling. Secondly, it was known that the Union had 
joined with the Irish Free State in declining to hear of a 
permanent secretariat or preparatory commission which 
should carry on in the intervals between conferences, 
and had also refused to promise financial aid to even the 
most modest Commonwealth organisation. Lastly, it was 
announced that South Africa had not followed Canada, 
Australia and New Zealand in offering to British industry 
the right to complain to a special Board against alleged 
unfair tariffs. That, the Union representatives held, 
was a breach in the defences of Dominion autonomy and 
probably unworkable withal. On the latter head at least 
they were probably right. Already we have tidings of 
difficulties in Australia, and still more in Canada, whose 
Government insists that only His Majesty’s Government 
may lodge complaints, with all the risk of inter-governmental 
friction, and not individuals or groups of manufacturers, 
which surely must have been the idea at Ottawa. 

Immediately after the close of the Conference two impor- 
tant steps were taken. Canada removed her anti-dumping 
duties on Union maize, until 1934 at all events, provided 
that it is imported at the ruling world price, by which time 
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Union farmers may have to choose between the present 
10 per cent. export subsidy and the restriction once more 
of their Canadian market. For the moment the gain to the 
Union is considerable. A few weeks later, in October, 
section 8 of the Union-German treaty was modified by a 
friendly interchange of Notes, so that South Africa was 
relieved from the necessity of giving the Reich the privileges 
of Ottawa under the most-favoured-nations clause. For a 
moment hopes ran high in Berlin commercial circles that 
German goods would still rank with goods from the United 
Kingdom. The mistake arose from the ambiguity of the 
word “ Dominion,” the hopeful German distinguishing 
between post-war Dominions and the United Kingdom. 
But once it was explained that the United Kingdom is 
still part of His Majesty’s dominions, to which alone refer- 
ence was made in the revised clause, the difficulty vanished 
and Berlin got down to business. 

Details of the Union’s bargains with Great Britain 
and with Canada were published in the middle of October. 
The changed rates of duties came into force at once, subject 
to ratification by Parliament, which is to meet on January 20. 
The ministerial view of the negotiations as a whole has 
since been well expressed by Mr. Havenga. 


The Conference (he wrote) has perhaps greater significance for 
the Union than for any other member of the Commonwealth of 
Nations. It marks the close of an era and the justification of those con- 
stitutional changes which commenced in 1926 and for which the 
Union of South Africa was largely responsible. It is the refutation 
of those doctrinaire theorists who advocated a federal Empire and 
could not visualise co-operation except in an atmosphere of domin- 
ance and compulsion. When the Dominions obtained their charter 
as independent States freely associated with Great Britain, owing 
with her common allegiance to the Crown, and bound by no ties 
other than the will to co-operate, they doubted the wisdom of that 
policy and the existence of such a desire, Ottawa has put these doubts 
at rest.... The negotiations were not characterised by a spirit of 
meticulous bargaining, a balancing of consideration against con- 
sideration. ... 


That was certainly true of the negotiations between 
South Africa and Great Britain. Even those who would 
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question the historical accuracy of Mr. Havenga’s de- 
scription of the genesis of Dominion status will not grudge 
him this fanfare on the Nationalist trumpet for the sake 
of the cordial note of co-operation on which he ends. 

What, then, did the Union get ? It did not get all that 
its delegates asked for, but who ever did that ? Mr. Havenga 
admits that he would have wished for a greater preference 
upon tobacco but was well satisfied with a long term of 
stabilisation ; he supported Australia in an attempt to get 
rid of the £1 per ton preference which Britain gives to 
colonial over Dominion sugar, but in the end cheerfully 
agreed to view that as a grant-in-aid to hard-pressed depen- 
dencies; finally, he supported Australia, again up to a point, 
in her fierce efforts to get a preferential duty on meat, and 
not merely the quota which His Majesty’s Government 
proposed. But Australia’s concern was with frozen meat 
and the Union’s with chilled meat. Second thoughts showed 
Mr. Havenga that the quota really suited South Africa 
better than a duty which would still leave the chilled meat 
trade with England in the hands of the powerful South 
American interests, with whose pastures the Union could 
not hope to compete. As it is, the Union will be able to 
dispose of all its surplus sheep and lambs next year (and, 
unlike some of its beef, South African mutton is good), 
while Great Britain has promised to help it to market chilled 
beef also. 

The Union’s preferential gains are as follows: Sub- 
stantial preferences on eggs, poultry, butter, cheese and 
other milk products are to stand for three years, on nearly 
all the other enumerated articles for five, and on tobacco 
for ten. What is more, His Majesty’s Government “ will 
invite the Governments of the non-self-governing Colonies 
and Protectorates to accord to the Union. . . any preference 
which may for the time being be accorded to any other part 
of the British Empire.” Union products such as wine, 
sugar, tobacco and dried fruits, which enjoyed preferences 
before Ottawa, will, of course, continue to enjoy them, with 
marked increases in favour of light wines and dried fruits. 
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There is to be a Io per cent. preference over foreign 
imports such as maize, wattle bark, asbestos, whale pro- 
ducts, goat-skins, tinned crayfish (which passes well as 
lobster), fresh hake, kaffir corn, ground nuts, fruit juices, 
boxwood, potatoes, sausage casings, ostrich feathers, and 
oyster shell grit. Unwrought copper is to have an advantage 
of 2d. per lb. provided it is sold at the ruling world price. 
Fruit has done particularly well. Pears and apples are to 
have an all-the-year-round preference; other fresh fruit, 
and in especial citrus, are to have very liberal seasonal 
preferences. ‘The position in regard to citrus,” Mr. 
Havenga told a Bloemfontein audience, “is that for a 
certain period of the year . . . we shall have sole control of 
the British markets. You will readily appreciate what that 
means.” Others seem to have appreciated it already ; at 
any rate we have news of protests by the British Federation 
of Fruit Traders and the Palestinian citrus growers. 
“ But things like that, you know, must be... .” A great 
many new citrus trees will be in bearing in the Union four 
years hence. 

What does the Union give in exchange for all these ad- 
vantages which promise to be of immediate value and of 
much greater future value in the event of world recovery ? 
Mr. Havenga has been at pains to explain to anxious Free 
State inquirers that it is not overmuch. The Union 
delegates had insisted throughout that concessions to 
British manufacturers were not to be such as would raise 
prices in the Union, that South African industries were not 
to suffer, and that there must be no taking away of trade 
from foreign peoples who were good customers to the 
Union. Existing preferences to British goods are to be 
maintained, and even increased for certain lines of iron, 
steel and machinery ; new preferences are to be granted 
on cranes, conveyors, locomotives, vacuum cleaners, 
sprayers, tractors, typewriters, radio apparatus, belting, 
bands, garden hose, canvas and rubber shoes; minimum 
specific duties are to be levied on certain very cheap lines 
of textiles, in return, presumably, for the run of England’s 
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dependent Empire; a preference is to be given to raw 
coffee and asphalt coming from certain non-self-governing 
colonies. “ The concessions we have made,” Mr. Havenga 
announces, “‘ represent only a small portion of our trade, 
and will have but the slightest effect on the other countries 
with which we carry on business.” 

The Union’s bargain with Canada is in the main a com- 
plicated interchange of tariff concessions on specified 
articles. The main gain for the Union is the removal of the 
practical embargo on her maize, but her exporters look also 
to good openings for citrus, dried fruit, canned pineapples, 
and wine. Especially, perhaps, wine. For two years past 
South African wines have been “listed,” 7.¢., importable, 
into Canada’s western provinces ; now they are to be listed 
for the more populous provinces of the east as well. And 
adjacent to the east lie the greatest and most thirsty 
centres of population in the United States, which is appar- 
ently on the point of going “‘ wet ” once more. 

Altogether, the Union delegates have every reason to be 
quietly pleased with the result of their labours. It will, 
however, be difficult to judge just how far South Africa 
may benefit from the Ottawa decisions by reason of the 
complications introduced by our recent sudden abandon- 
ment of the gold standard. Meanwhile, in the intervals of 
watching the prices of overseas goods mounting in our shop 
windows, we can spare time for admiring glances at Mr. 
Bennett’s efforts to make wholesale barter transactions 
between Canada and Russia square with his Conference 
crusade against the unspeakable Muscovite. 


III. Tue Departure FROM THE GOLD STANDARD 


N December 27, 1932, the Union Government 
abandoned the principle of the convertibility of 
Reserve Bank notes and thus departed from the gold 
standard. ‘The immediate cause, or at any rate the im- 
mediate occasion, of this development, as has been made 
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clear on a previous page, was the announcement on 
December 22 of the resignation of Mr. Tielman Roos 
as Judge of the Appeal Court in order to lead a 
political crusade to save South Africa from the native 
peril, the evils of racialism, declining trade and tight money, 
by forming a coalition Government pledged to devaluation. 

When the United Kingdom first left the gold standard 
in September, 1931, there was a considerable outflow of 
South African funds to Great Britain on the account of 
those who speculated either on a rise in sterling, or on the 
possibility of South African currency being either de- 
valuated or pegged at parity with sterling. The highest 
estimate of the amount thus exported given “ by responsible 
witnesses ” to the Select Committee on the Gold Standard,* 
which signed its report on May 16, 1932, was £13 millions 
or {£14 millions (South African). The Committee cal- 
culated that not more than {9 millions or {10 millions of 
cash resources were withdrawn from the Union. It is 
clear that the bulk of this was soon re-imported either 
in the form of South African obligations, met at favourable 
exchange rates, or in the form of goods. As the bankers’ 
evidence showed that there was no sign of an undue con- 
traction of credit in South Africa as a result, it is evident 
that apart from a few difficulties caused by an unusually 
large demand for exchange for a short period, South Africa 
had nothing to fear at that time, nor was there any question 
of South African capital being employed elsewhere until 
favourable opportunities for re-transfer occurred. 

Following the publication of the Committee’s report and 
the Government’s declaration of its firm intention of 
remaining on the gold standard, the demand for sterling 
exchange slackened considerably. The announcement of 
Mr. Roos’s plans, however, resulted in a second rush to 
secure sterling drafts. The Minister of Finance stated 
that, despite rationing of the provision of foreign exchange 
and tactics of delay, between {2 millions and £3 millions left 

*S. C. 9 of 1932. 
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the country within three days. To judge by statements 
of the Reserve Bank, the central institution seems to have 
been confident of its ability to meet the situation, but 
additional pressure was exerted through withdrawals of 
deposits from the commercial banks in order to present 
notes for payment in gold at the Reserve Bank. The 
Government therefore decided to intervene. The Christ- 
mas holidays provided a welcome breathing space, and the 
re-opening of the banks coincided with the suspension of 
the convertibility of Reserve Bank notes on December 27. 

Once more there is evidence of great exaggeration of 
the scale of withdrawals. Statements are not at present 
available from the commercial banks, but the Reserve Bank 
statements make this clear. The three relevant statements 
are appended. From these it is obvious in the first 
place that there were no serious withdrawals of gold 
coin or bullion. The ratio of cash reserves to public 
liabilities never fell below 56-5 per cent., while the Govern- 
ment had previously taken powers to suspend the legal 
requirement of a 40 per cent. minimum. It is plain that 
the commercial banks were not so hard pressed as to have 
materially to reduce their deposits with the Reserve Bank ; 
bankers’ deposits even showed an increase during the week 
in which South Africa left gold, and there was little sign 
of a large-scale return of speculative money in the week 
following. The changes in deposits (other than bankers’ 
deposits) do not indicate operations on any large scale 
through the Reserve Bank. Discounts of bills at the 
Reserve Bank also give no indication of much pressure on 
the commercial banks. There can be little doubt, there- 
fore, that the movement of funds about Christmas was 
much smaller than has been suggested. That the Govern- 
ment should have abandoned gold in the face of this com- 
paratively small “ crisis,” suggests either that there was a 
divergence of opinion in the Cabinet, or else that the threat 
of Mr. Roos gaining sufficient support to overthrew the 
Administration caused a Cabinet panic. 
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The fears for the immediate stability of the currency 
that attacked economists apprehensive of the large amounts 
of speculative money abroad have been allayed by the 
demonstration of the Reserve Bank returns that speculation 
has not been on so considerable a scale as alleged. There 
have been no disastrously large re-entries of the heavy sums of 
money required for January payments, which were supposed 
to have been transferred to London towards the end of 
December as a quick speculation. After a few days of 
uneasy operations the banks seemed to be managing 
exchange business fairly comfortably with the South 
African pound at a few points premium over sterling. 
Time alone will show whether the fears of the Minister of 
Finance are justified that “ there is a grave risk in a small 
country like South Africa with a small population, where a 
small section can exert strong political pressure, that if 
you once slip your anchor it will be practically impossible 
to stop what we call inflation.” 

The chief benefits from the departure from the gold 
standard accrue first of all to the gold-mining companies. 
The Gold Producers’ Committee stated to the Select 
Committee on the Gold Standard that if South African 
currency were devalued 25 per cent., the additional income 
which would accrue to the mines working on the present 
scale would be {15,400,000, of which a maximum of 
approximately {3,200,000 would be swallowed up by in- 
creased costs, leaving a net gain of £12,200,000. The Gold 
Producers’ Committee, however, averred that they did not 
intend to try to reap this immediate extra profit. They 
would instead prolong the life of the Rand by crushing 
lower grade ores and would embark on an ambitious scheme 
of capital development of low grade mines. As the mines 
are at present working to capacity, the number of ounces of 
gold produced would at first actually diminish on account 
of the utilisation of lower grade ores. The Select Com- 
mittee found it hard to believe that the mines could carry 
out this policy in face of pressure from their shareholders 
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to make the most of the gold premium while it lasted. This 
comes out very clearly in the examination of Professor 
Norval and of Mr. Gemmill and Mr. John Martin. Mr. 
Martin has, however, re-affirmed the decision to develop 
low grade mining in a statement made on behalf of the 
Gold Producers’ Committee on January II. 

As it appears that the additional profits will accrue to 
the mines without any increase in the production of gold 
being envisaged, it follows that incomes will be redistributed 
more in favour of the gold mines. The policy of the 
Chamber of Mines pre-supposes that there will be no 
marked rise in costs over a long period of at least five years. 
It is plain that depreciation of the South Africaa currency 
would not have the same effect on the terms of trade as the 
departure from gold in Great Britain, the world’s largest 
market for goods entering into international commerce. 
Only the less well informed readers of the less well in- 
formed newspapers believed that there would be no rise 
in the prices of imported goods, and these have already 
been disabused by the orgy of marking up prices in which 
merchants and shopkeepers are indulging. Unless all 
costs are to rise commensurately, it follows that the chief 
sufferers, on balance, must be the wage earners and pro- 
ducers for their home market—in particular, as Professor 
Leslie of the University of Cape Town pointed out in his 
valuable evidence before the Select Committee on the Gold 
Standard, the large number of farmers who do not produce 
for export, our suppliers of maize and meat and wheat. 
It is, in the opinion of the writer of this section, by 
no means clear that the redistribution of wealth 
caused by departure from the gold standard is desirable— 
in fact, the indications point altogether in the contrary 
direction—and the political uncertainties which have 
ushered in the change cannot fail to add to our difficulties. 


South Africa. 
January 18, 1933. 





South Africa 
APPENDIX 


December 23, December 30, 


January 6, 


1932. 
LIiBILITIES. £ 


Capital 1,000,000 
(no change) 
8,818 

(no change) 
75312,582 


Reserve 


Note circulation .. 


1932. 
£ 


1,000,000 
(no change) 
8,818 

(no change) 
8,334,709 


(inc. 562,478) (inc. 1,022,127) 


Deposits : 
Government 1,710,622 
(inc. 245,786) 
3779421 
(dec. 296,203) 
264,213 
(dec. 33,373) 
1,204,031 
(dec. 528,954) 


Bankers’. . 
Other 


Other liabilities 


1,174,951 
(dec. 535,671) 
3,833,216 
(inc. 53,795) 
141,138 

(dec. 123,075) 
__ 1,409,976 
(inc. 205,945) 





Total 15,279,687 


15,902,808 


1933. 
£ 


1,000,000 
(no change) 
8,818 

(no change) 
7,843,899 
(dec. 490,810) 


1,389,230 
(inc. 214,279) 
4,016,248 
(inc. 183,032) 
130,426 

(dec. 10,712) 
1,504,379 
(inc. 94,403) 
15,893,000 





AssETS. 
Gold coin and bullion 6,948,386 
(dec. 673,323) 
509,917 
(dec. 14,379) 


Subsidiary coin 


Bills discounted : 
Domestic 1,208,106 


(inc. 7,730) 


35 
(dec. 608) 


391,500 
(inc. 380,000) 


Foreign .. 
Treasury bills .. 


Loans and advances 
to Government 3,250,000 
(inc. 150,000) 
Otherloansandadvances 271,613 
(inc. 63,934) 
1,688,354 
(dec. 136,000) 
1,011,776 
(inc. 172,380) 


Investments 


Other assets 


_ 751733033 
(inc. 224,647) 
505,683 

(dec. 4,234) 


1,202,780 
(dec. 5,326) 
80 

(inc. 45) 
201,500 

(dec. 190,000) 


3450,000 
(inc. 200,000) 
343,858 

(inc. 72,245) 
_ 1,955,354 
(inc. 267,000) 
1,070,520 
(inc. 58,744) 


7,323,280 
(inc. 150,247) 
512,151 

(inc. 6,468) 


1,109,412 
(dec. 93,368) 
97 

(inc. 17) 
222,000 
(inc. 20,500) 


3,850,000 
(inc. 400,000) 
2,000 

(dec. 341,858) 
1,854,829 
(dec. 100,525) 
1,019,231 
(dec. 51,289) 





Total 


Ratio of cash re- 
serves to liabilities 


to the public 
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15,279,687 


57 per cent, 





15,902,808 


§6°5 per cent. 


15,893,000 


57°5 per cent. 





NEW ZEALAND 


I. Tue Orrawa AGREEMENT 


IKE other parts of the Empire, New Zealand had 

before the close of the Ottawa Conference, a good 
general knowledge of the preferences that her produce was 
to receive under her agreement with Great Britain, and 
the interest with which Mr. Coates’s statement on the 
subject was awaited related chiefly to the concessions she 
was to offer in return. On October 13 he laid on the 
table of the House of Representatives the full text of the 
agreement, and delivered a speech which included a survey 
of the whole proceedings ; a clear explanation of the new 
departure in meat policy, which disclosed for the first 
time that, beginning with an immediate reduction of 10 
per cent., Great Britain would reduce her imports of 
foreign mutton and lamb by 35 per cent. by the middle 
of 1934, and would keep them at that level for the period of 
the agreement ; and the full details of the tariff changes 
to which New Zealand was committed. An undertaking 
had been given, said Mr. Coates :— 


That protection by tariffs should be afforded against United 
Kingdom products only to those industries which are reasonably 
assured of sound opportunities for success. An enquiry had also 
been promised into existing protective duties—at which enquiry 
United Kingdom producers would have the opportunity of expres- 
sing their views—with a view to reducing protection to a level 
which will give the United Kingdom producer full opportunity of 
reasonable competition on the basis of the relative cost of economical 
and efficient production. 

The reductions definitely promised were six in number, The 
surtax imposed in 1930 of one-twentieth of the total duty on some 
goods and nine-fortieths of the total duty on others was to be 
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removed from British goods at once. The primage duty of 3 per 
cent. ad valorem was to be removed when financial conditions 
permitted. And four duties were to be lowered as follows : (1) Con- 
fectionery, reduction from 30 per cent. to 274 per cent. (z) Apparel 
and ready-made clothing, reduction from 32% per cent. to 27% per 
cent. (3) Hosiery, reduction from 32% per cent. to 27% per cent. 
(4) Silk and artificial silk piece-goods, reduction from Io per cent. 
to free. 


It was, as Mr. Coates said, not an extensive list, but it 
was even smaller than it looked, for the changes in items 2, 
3 and 4 were already due under the existing law as from 
April 1 next. Confectionery was thus the only new item. 
A preference of Io per cent. was also to be granted on 
writing and printing paper in large sheets (such paper in 
small sheets having the preference already), but this was 
to be done by imposing Io per cent. on foreign paper. 

After detailing the preferences that had been arranged 
on imports from the colonies, Mr. Coates claimed to have . 
said enough to dispose of any attempt by interested parties 
“to discredit Ottawa by alleging the betrayal of our 
secondary industries,” and that there was nothing in the 


agreement to prejudice the establishment of the growth of 
sound industrial enterprises in the Dominion. 


We are, however, (he continued) bound by the letter and by the 
spirit of the agreement to see that reasonable opportunities for trade 
are extended to the British manufacturer. Already the general fall 
in prices has injured trade, and has materially added to the burden 
of protective duties. If we are to revive trade, it must be on a 
reciprocal basis. We cannot expect Great Britain to embark upon 
a new trade policy designed to help the Dominions without our 
facilitating her trade. The agreement definitely commits New 
Zealand to a thorough overhaul of her protective tariff duties. This 
should be undertaken not merely for the purpose of giving effect to 
the Ottawa agreement, but is, I firmly believe, in the interests of 
our own people. Already the distance which separates New Zealand 
from the outside world gives substantial protection to local industries. 
Further artificial protection, which is so easy to establish, so difficult 
to curb or remove, is apt to be a costly business for our country. If 
we are to export we must import ; we cannot have one-way trade, 

We are apt, in judging the results of the Conference, to weigh 
the concessions granted by the United Kingdom against the con- 
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cessions granted by New Zealand. But it must be remembered 
that the so-called “ concessions ” which we made in reducing tariffs 
are not of advantage to United Kingdom exporters alone. They 
are a gain to ourselves. The contrary view rests upon the fallacy 
of assuming that tariff duties are paid by exporters. They are, in 
fact, as is well recognised, paid rather by purchasers and consumers. 
Their reduction is therefore a necessary step towards lower costs of 
production and lower costs of living. 


The loss of revenue that the Dominion would suffer 
during the remainder of the financial year from the proposed 
changes was estimated at about £250,000. 

Mr. H. E. Holland (Leader of the Labour Opposition) 
attacked the agreement on the ground of its threat to the 
secondary industries. He considered that the most sig- 
nificant part of the report was that which suggested an 
inquiry into the existing protective duties. In it were 
contained the germs of danger to the secondary industries 
of the Dominion. Referring to the proposed changes in 
respect of confectionery, Mr. Holland said that British 
and foreign goods were going to be placed in a far more 
advantageous position in competition with local industries 
than had ever been the case before. The confectionery 
trade in New Zealand was already in a deplorable con- 
dition. Wages had been dragged down, and it was no 
exaggeration of the position to say that the workers in the 
confectionery industry were being reduced to a condition 
of serfdom. As for apparel, it could be, and was being, 
made in New Zealand, and there could be no question 
that the industry was natural to the Dominion. The same 
argument would apply to the case of hosiery. 


The time has arrived when we should give up tariff tinkering (de- 
clared Mr. Holland), and we should say if these goods cannot be 
produced in New Zealand, they should come in duty free. That is 
the science of international commerce. If the goods can be pro- 
duced in New Zealand, then we don’t want to import them. We 
should tell Britain or any other country that we don’t want them 
to send goods here which we can produce in New Zealand. We 
have got to keep our own people working and we cannot do that if 
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we allow our market to be flooded with goods from outside, whether 
from Britain, Japan or any other country. 


The Prime Minister’s resolution “that this House 
approves of the agreement between His Majesty’s Govern- 
ment in the United Kingdom and His Majesty’s Govern- 
ment in New Zealand” was debated on October 19, 20 
and 21, the arguments following pretty closely the lines 
of the opening speeches summarised above. The only 
division was on an amendment moved by the Leader of 
the Opposition to insert after the word “that” the 
following words :— 


except in so far as the change tends to destroy the measure of 
protection accorded by the existing laws to goods which can econo- 
mically be produced in New Zealand, and always provided that 
necessaries which cannot be produced in New Zealand shall come 
in duty free. 


The division followed party lines, one Independent voting 
with the Labour party, and it resulted in the rejection of 
the amendment by 44 votes to 24. The motion was then 


allowed to pass on the voices. 

In the speech with which he concluded the debate the 
Prime Minister described the Labour party’s amendment 
as “a subterfuge to enable them to vote against the 
motion.” 


An agreement (he added) has been entered into in which Britain 
has been generous to a degree, and when I first heard of the arrange- 
ment that had been come to I said that it was simply another 
instance of the generosity of Great Britain towards New Zealand. 
She has recognised the difficulties of our primary producers. 


Similar sentiments were expressed in leading articles 
throughout the country on October 14. The only doubt 
expressed by the Wellington Evening Post was whether in 
the restriction of imports of foreign meat, which rose from 
Io per cent. to 35 per cent., Britain had not been persuaded 
to give too much. Borrowing a word from Viscount 
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Snowden, the Otago Daily Times of Dunedin called New 
Zealand’s tariff concessions “illusory” and the Christ- 
church Press described them as “ almost trivial in com- 
parison with what the country is getting.” The general 
recognition of the moral that honourable men must draw 
from Great Britain’s generosity was well put by the New 
Zealand Herald of Auckland. 


After all that has been said about sordid bargaining and huckster- 
ing at Ottawa, New Zealand must affirm that Great Britain has not 
proved a hard bargainer. The comparative lightness of the direct 
obligations of the agreement makes prompt fulfilment of the other 
conditions a debt of honour. New Zealand, with an established 
tradition of loyalty to the principle of British preference when no 
return was given or sought, should not hesitate to build on the 
foundations laid at Ottawa. 


Add to this the powerful contention of Mr. Coates that in 
building for Great Britain on those foundations we shall aiso 
be building for ourselves—a doctrine which had not been 
put with anything like equal force by any New Zealand 
Minister for a very long time—and one begins to hope 


that the good start made at Ottawa in scaling down 
tariffs on British goods may be followed up to the benefit 
of both parties. In the meantime, as Mr. Forbes said, it 
is not easy for anybody to adopt a tragic attitude over 
the 2} per cent. concession on confectionery, especially as 
the reduced duty of 27} per cent. is high enough to recall 
the discovery which New Zealand made during her tariff 
controversy with Canada last year, that there is such a thing 
as prohibitory preference. Hitherto the only strong 
opposition has been that of the Labour party in Parliament, 
but the real test will come when the “ thorough overhaul ” 
of our tariff, which Mr. Coates has promised, begins. It 
was remarked in the New Zealand article twenty-one years 
ago™ that “Free Trade and Protection have not been debated 
in election politics for at least twenty years.” That period 
has now been more than doubled, but if our Government 


* See Tue Rounp Taste, No. 5, December 1911, p. 167. 
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and Parliament do their duty under the Ottawa agreement, 
next election may see a change. 


II. Tue Bupcetr 


HEN on July 30, 1931, Mr. Forbes, Prime Minister 

and Minister of Finance, introduced his budget for 
1931-32, the prospective deficit of £6,850,000, of which 
£4,810,000 was accounted for by a loss of revenue, drew from 
him the characteristic understatement that the year was 
“ probably the most difficult in the history of this Domin- 
ion.” Yet, on October 6, 1931, a supplementary budget 
was found necessary to provide for a further shortage of 
revenue amounting to {1,250,000, and for unemployment 
subsidies and other charges which brought the whole gap 
to be bridged up to £8,445,000, equal to about one-third 
of the total budget. In retrospect, Mr. Forbes now de- 
scribes that year less inadequately as “ a year of world-wide 
calamity,” but his recognition of the current year asa still 


worse one, for New Zealand at any rate, is implied in the 
following words :— 


As far as I am aware (he said) this is the first time that this Dominion 
has been so hard pressed as to find it necessary or advisable to budget 
for a deficit, and the fact is eloquent testimony of the extent to which 
a landslide in price levels can strain the whole economic and financial 
structure of the country. 


These remarks occurred in the financial statement which, 
in the absence of Mr. Downie Stewart, the Minister 
of Finance, who was then in London, Mr. Forbes submitted 
to the House of Representatives on October 4, 1932. He 
reminded Members that, as usual, 


the storm which had shaken the world, had hit the prices of 
primary products most severely. New Zealand was thus among the 
countries that had to bear the full brunt of the depression. As 
pointed out by the Economic Committee in February last, export 
prices for 1931 were about 40 per cent. lower than for 1929, and 
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appreciably lower than those ruling in 1914. The result is that 
about 80 per cent. more exports are now required to meet our annual 
debt charges. Furthermore, import prices on a sterling basis have 
fallen to the extent of about 124 per cent. only, and the net result 
of these unfavourable movements is to the Dominion a real loss of 
considerable magnitude. Exports for the year ended June, 1929, 
amounted, in round figures, to £56,240,000, and for the year ended 
June 30 last, to £35,547,000. Compared with the previous year 
(t.¢., the year ended June, 1931), this last figure represents a decline 
of £1,400,000 in value, or approximately 4 per cent., whereas during 
the year export prices declined by approximately 11 per cent. This 
means that to some extent falling prices were offset by increased 
production, which is a cause for some satisfaction. Imports for the 
same years were: 1929, £46,510,000 ; 1931, £33,370,000; and 1932, 
£23,060,000. There has thus been a very heavy falling-off in imports, 
the striking facts being that imports for last year were only about 
half what they were in 1929—not only in value, but also in quantity. 
This had undoubtedly been an important factor in the increase in the 
number of unemployed. 


Besides this drastic curtailment of the purchasing power 
of our exports there was the internal problem of the wide 
disparity between costs and prices. 

The revenue for the year 1931-32 amounted to 


£22,720,000, which was £349,000 less than that of the 
previous year, and {1,946,000 short of the estimate. To this 
heavy fall, customs, which brought in {1,702,000 less than 
in the previous year and £846,000 below the estimate, and 
income tax, which, at an increased rate, produced £444,000 
more than the year before, but wasstill £487,000 short of the 
estimate, were the chief contributors. On the other side of 
the account, the estimate had been exceeded. The net 
expenditure of {24,861,000 was £153,000 in excess of that 
of 1930-31, and £233,000 over the estimate. On the 
items covered by the budget there had actually been a 
saving of approximately £140,000, but the balance was 
reversed by the £374,000 paid for exchange on remittances 
to London necessitated by the circumstances which led to 
the formation of the exchange pool in December, 1931. 
Departmental economies had actually contributed £280,000 
in reduction of the deficit. A table showing the actual 
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figures for this year, together with a summary of the 
estimated revenue and expenditure for 1932-33, is 
appended to this article. As the balance carried forward 
in the accounts on April 1, 1931, was only £278,601, the 
1932 deficit is represented to the extent of {1,862,218 by 
the outstanding Treasury bills. “We come out with a 
deficit,” is the Minister’s comment, “ but of manageable 
size, so are entitled to claim that the situation was saved.” 

Two points in Mr. Forbes’s survey of the current financial 
year were received with feelings of relief. ‘The customs 
revenue was looking appreciably better than had been 
expected when the Minister of Finance submitted his 
preliminary financial statement last April,* and there was 
to be no increase of taxation. On the other hand, the 
intention expressed in that statement of closing the year 
with “a manageable deficit” was adhered to, though 
nominally the amount was to be considerably reduced. 
The revenue is estimated at £21,630,000, which is 
£1,090,000 less than it was last year. On the other hand, 
the estimated expenditure of {22,507,000 is {2,355,000 
less than last year’s figure, the difference being substantially 
accounted for by the {2,100,000 that will be saved by 
following the National Expenditure Commission’s recom- 
mendations, which is, perhaps, the most satisfactory of all 
the Minister’s items. ‘Though these figures leave a deficit 
of £877,000, it was considered that more drastic economies 
would unduly restrict the social services and impair the 
efficiency of the public service. 

At the same time (said Mr. Forbes) it should not be overlooked that 
this programme means incurring further floating debt which has to be 
liquidated sooner or later. Thus the programme adopted is an 
extraordinary one, designed to provide a breathing space. It cannot 


be continued for long, for to pile up debt of this nature is only building 
up a further serious obstacle to economic restoration. 


Allowing for small amounts that may be required for sup- 
plementary estimates and contingencies, Mr. Forbes regards 


* Tue Rounp Taste, No. 88, September 1932, page 909. 
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it as reasonably certain that the deficit will not exceed 
£1,000,000, which is half the amount contemplated by the 
Finance Minister in April. But he is compelled to add that 
“ most of the additional saving arises out of the generosity 
of Great Britain.” The particulars of this generosity are 
recorded in the following passage :— 


Following Mr. Downie Stewart’s personal representations in 
London, in regard to our difficulties, Great Britain has again extended 
a helping hand by consenting to postpone for another year all pay- 
ments due on our Funded War Debt and certain other debts due to 
the British Government. The additional relief to this year’s 
budget is £825,000, in addition to which a saving of £47,000 will 
accrue to the State Advances Office. Our grateful thanks are due 
to the Mother Country for this substantial measure of assistance 
during the acute period of our troubles. 


III. Tue Nationat Expenpirure Commission 


HE interim report of the Commission appointed to 
enquire into the public expenditure of the Dominion, 
and to make recommendations with a view to reducing 


it as much as possible, was discussed in THe Rounp TABLE 
last June.* The Commission has now completed its 
labours, and its final report dated July 1 was presented 
to Parliament on September 30. The high praise given 
to the interim report in our previous article may be extended 
in even more emphatic terms to the final report. Between 
them they constitute by far the most comprehensive 
and searching investigation to which the public administra- 
tion of this country has ever been subjected, and they 
must be given a high place among the most masterly of our 
State papers. 

Broadly speaking, the method of the Commission has 
been to review in detail the expenditure of all the public 
departments, to examine such permanent heads and other 
witnesses as they thought fit, and to submit their con- 
clusions in the form of a detailed criticism of every vote 

* No. 87, pages 690-692. 
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in the schedules appended to the Appropriation Act of 


1931. But the mere axe-work of destructive criticism 
would not carry true economy very far. The report abounds 
in constructive proposals for the amalgamation and 
reorganisation of departments and offices, for the improve- 
ment of administrative methods, and for mitigating 
the tyranny of red tape. And every now and then the 
Commission pauses in its detailed criticism to present an 
illuminating essay of ten pages or so on such special 
problems as public works administration, local government, 
superannuation funds, native affairs, public hospitals and 
charitable aid. The most far-reaching of its investigations 
relate to the Public Works Department, the cost of local 
government and the administration of public hospitals 
and charitable aid. The report shows that, whereas in 
1914-15 the total expenditure from the Public Works 
Fund and other accounts under the department’s control 
was {2,785,000, it had risen to {9,307,000 in 1930-31 ; 
that the expenditure, which between 1878 and 1921 only 
twice exceeded £3 a head, exceeded {5 10s. a head in 
1931 ; that the accumulated expenditure up to March 31, 
1931, was {£150,143,000, of which nearly go per cent. 
came from borrowed money; that lax administration, 
local and political pressure, and the direct employment of 
labour by the department—there were 12,000 workers 
so employed at the beginning of the year—had sometimes 
resulted in wasteful expenditure and a serious excess over 
the estimates. A prominent place among the blunders of 
the department is assigned by the Commission to this 
system, under which public works are carried out by day 
labour under the department’s control. 

It has developed (says the report) an army of workmen who know 
no other employer than the State, and for whom it is increasingly 
difficult to find employment. We think it very undesirable that the 
Government should be the direct employer of men engaged on public 
works. If works were let by contract, the administrative staff of the 
Public Works Department could be reduced to a minimum, the 
expenditure on plant would largely disappear, and the department 
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would escape the work, annoyance, and dissatisfaction which result 
from the fact that every direct employee of the Government con- 


siders that he has the right to have his grievances heard by the 
Government. 


The phrase “ government stroke,” or some equivalent, 
doubtless has a currency which is not confined to Australia 
and New Zealand, and if so, it is probable that outside 
Russia it has always much the same meaning. Ina country 
where “ one man, one vote” is the fundamental and in- 
dispensable article of every political creed, a Government 
is at a great disadvantage in dealing directly with labour on 
a large scale, and its enforced benevolence does not make 
for efficiency or economy. A glaring example was the 
Ward Government’s application in 1929 of the award rate 
of wages (14s. a day) to relief works, in place of the gs. 
previously paid to single men and the 12s. 6d. paid to 
married men. 

The tendency of public works under the above-mentioned 
influences to exceed the estimates is illustrated by the 
Commissioners by a remarkable table the essential features 
of which are given below :— 

Estimated Capital 

Scheme. Cost. Cost. 

£ £ 

Central Otago irrigation works a 362,000 527,000 

Mangahao electric power... st 439,000 2,400,000 

Railway workshops... ds re 1,500,000 2,000,000 

Westfield deviation .. = 2 450,000 803,000 
Waihou and Ohinemuri rivers im- 

Eas alee Apes 150,000 710,000 
Rangitaiki land drainag 63 2 50,000 500,000 





2,951,000 6,940,000 

The average excess of the cost of these schemes over 
the estimate is 130 per cent. In the Mangahao case the 
excess was 446 per cent., and in the Rangitaiki case goo 
per cent. The Waihou and Ohinemuri scheme was 
started as the result of the finding of a royal commission 
in 1910 that the work would cost £150,000, of which one- 
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sixth was to be paid from the Consolidated Fund and five- 
sixths to be borne locally. As the result of another com- 
mission in 1921 the cost was estimated at £625,000, which 
was to be equally divided between the Consolidated Fund 
and the district concerned, but a strong local agitation 
succeeded in frustrating the recommendations of the com- 
mission. The land in the district is now unable to bear 
any portion of the capital cost, and the Expenditure Com- 
mission doubts whether even the full cost of maintenance 
can be collected. ‘The Dominion, which undertook the 
construction of this work and the contribution of £25,000 
as its share of the cost, has now been saddled with a capital 
expenditure approximating £750,000, and may have to 
find the cost of upkeep as well ! 

The general recommendations of the Commission are 
that the financing of the construction out of borrowed 
money should cease; that no public work should be 
undertaken by the Government nor assistance given to the 
works of any local authority, without the sanction of a 
non-political National Board of Works; that one of this 
board’s duties should be to lay down definite rules for the 
subsidising of local works from the Public Works Fund ; 
that the board’s veto on any proposed work should be 
final unless overruled by Parliament; that the direct 
employment by the department of the men engaged on 
public works should cease; that all future public works 
should be carried out by public tender and contract 
—a reform which the Commission regards as so essential 
to true economy that it has not considered it necessary 
to inquire into the possibilities of economy under the 
existing system—and that the Public Works Department 
should be reduced to a staff of advising and inspecting 
engineers, as was intended when it was first established. 

“No British colony has developed a more complete 
system of local institutions than New Zealand,” wrote 
Lord Bryce in 1921.* With its present total of 696 local 

* See Modern Democracies. 
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authorities representing about one to every 2,000 inhabi- 
tants, the system is described by the Commission as 
“well beyond the needs of the community.” Excluding 
the 46 hospital boards, which are separately discussed, 
the Commission reduces the total to 650, and illustrates 
their progress during the period under review (1915-1930) 
by some figures which may be tabulated as follows :—- 

Increase 

1915 1930 Per cent. 
Population... Je 1,103,000 1,422,000 29 

Local bodies, exclusive 

of hospital boards .. 562 650 16 
Employees Ss a 13,789 24,290 76 
Wages .. ahs .. £1,987,000 £5,94.5,000 199 
Gross debt... .. £24,539,000 £71,208,000 191 
Expenditure .. .. £6,807,000 £22,061,000 224 
Rates .. ie .. £2,325,000 £6,011,000 181 


From these startling figures the Commissioners draw 
the unanswerable conclusion that a reform reducing the 
number of local bodies by abolishing many of them and 
amalgamating others, is imperatively needed. But they 


recommend that a more comprehensive examination of the 
whole problem than they have been able to make should be 
instituted before the reduction is started, and that this 
examination should extend to the present system of sub- 
sidies and grants to local authorities from public funds. 
These subsidies would, it was hoped, provide for the roads 
and bridges of the country, but that this hope has not been 
borne out is proved both by “ the alarming growth of local 
body indebtedness ” and by the considerable grants made 
by the Government for specific purposes. In 1930 govern- 
ment subsidies only amounted to £437,000, but the 
£1,515,000 provided in special grants brought the total 
up to £1,952,000. 

As a proof that even twenty years ago the system of 
local government was apparently considered extravagant, 
the Commissioners refer to the introduction in 1912 of a 
Local Government Bill which proposed to abolish whole 
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classes of local bodies and to transfer a number of important 
functions, including the care of main roads and bridges, to 
Provincial Councils. ‘The reference is apt, but it might 
have been strengthened by pointing out that the Bill was 
- introduced by the Massey Government in pursuance of an 
election pledge. During the twenty-one consecutive years 
of the Liberal régime the government has come to be 
regarded as a sort of universal provider. Its control of 
offices and billets, of roads and bridges, supplied arguments 
which were not easily met. To check this influence three 
reforms were proposed by Mr. Massey as Leader of the 
Opposition at the general election of 1911. As we pointed 
out at the time,* 
weakness and extravagance have freely been alleged and con- 
stitutional reform has been freely proclaimed, which would free the 
Legislative Council—at present a nominative body—the public service 
and the administration of local public works from political control. 

The Local Government Bill of 1912 was not proceeded 
with, and a higher standard of administration has made the 
decentralisation which it promised less urgent from the 
political standpoint than it was ; but the evil, though less 
gross, is still serious enough to justify the finding of the 
Commission that “sound administrative principles have 
often been subordinated to pressure exerted under the 
influence of both local and general politics.” Addressing 
the electors of Bristol in 1780, Burke said : 

If we do not permit our members to act upon a very enlarged view 


of things, we shall at length infallibly degrade our national repre- 
sentation into a confused and scuffling bustle of local agency. 


If 150 years later Burke could have been in the gallery of 
the New Zealand House of Representatives when it was 
sitting in committee on the public estimates he might have 
omitted the condition, but the concluding words of the 
sentence would have needed no change to make them fit 
precisely what he saw—“ a confused and scuffling bustle 
of local agency.” 


* Tue Rounp Taste, No. 6, March 1912, p. 381. 
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The expenditure on hospitals and charitable aid which 
are administered by elective boards in 46 districts has 
grown from £534,000, or gs. 4d. a head, in 1913-14, to 
£1,931,000, or {1 §s. tod. a head in 1930-31. The 
Commission considers that 16 or 18 hospital districts would 
suffice and recommends that a board of hospitals should be 
appointed to organise the whole service with power to close 
hospitals and to amalgamate districts. It estimates that 
the ultimate saving as a result of these recommendations 
should be at least £300,000 a year to the Consolidated Fund, 
while the saving to the rates is impossible of calculation. 

The full amount of the assessable savings recommended 
is {£322,000 in respect of the permanent charges and 
£523,000 in respect of the annual votes, making a total of 
£845,000. Added to the economies, amounting to 
£2,916,000, recommended in the Commission’s previous 
report, these figures bring the total up to 3,761,000, 
representing about 15 per cent. of last year’s expenditure. 
Of this total the Government has already adopted recom- 
mendations accounting for £2,097,000, but some of these 
economies will increase in later years, and those recom- 
mended in the final report did not come into operation till 
the first quarter of the current year had passed. 

But it is from those items which cannot be assessed in 
money—the drastic proposals of the Commission on the 
broad issues of policy already mentioned—public works 
administration, local government, hospital administration, 
and the superannuation funds of several branches of the 
public service—that the country is likely to derive the 
greatest benefit from the recommendations of the Com- 
mission. And it is satisfactory to report that on the last 
three the Government is already taking action, though it is 
only on the very last that it is so far following the exact line 
proposed by the Commission. 


New Zealand. 
December 24, 1932. 
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Revenue and Expenditure 1931-32 


Expenditure 
Debt services 
Pensions and family allowances. 
Motor taxation transferred to Main Highways 
Account and local bodies 
Unemployment subsidies 
Hospital subsidies 
Under other special Acts 


Total permanent appropriations .. 


Annual votes 
Exchange .. 


Total net expenditure 
Taxation— Revenue 


Direct 
Indirect. . 


Interest 
Other receipts 
From reserves 


Total revenue 
Deficit 


Estimated Expenditure 1932-33 * 

£ 
10,012,000 
1,110,000 
350,000 
473,000 


Debt services 

Transfer of motor taxation 
Exchange .. 

Other permanent charges 


Total permanent appropriations .. 


£ 
10,511,989 
3,075,415 


1,807,666 
1,130,231 
642,809 
686,352 


- £17,854,462 


6,631,617 
374473 


£24,860,552 


8,200,479 
7,989,488 


16,189,967 
2,868,138 
2,166,803 
1,494,825 


- £22,719,733 


£2,140,819 


—— - oo 


11,945,000 


* Theseestimates are not fully comparable with the revenue and expenditure 
figures for 1931-32, as, owing to a change in the law, a large part of the 
expenditure hitherto covered by permanent appropriations is now included 


in the annual votes. 
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Social services 

Defence 

Law and order 

Development of primary and secondary 
industries = 

Administrative and general 


Total annual votes 


Total estimated expenditure 


Estimated Revenue 

‘Taxation— 

Customs 

Beer duty 

Film-hire tax . : 

Motor-vehicles—duties ana fitaices* 

Stamp and death duties 

Land tax 

Income tax 


Interest— 
Railways 
Post and telegraph " 
Public Debt Redemption Fund 
Other public moneys 


Other receipts— 
From reserves . 
Post and telegraph profit 
Other items 


Total estimated revenue 


Estimated shortage 


6,870,000 
631,000 
688,000 


897,000 


1,476,000 


5,700,000 
640,000 
35,000 
1,610,000 
2,900,000 
515,000 
3,400,000 


740,000 
540,000 
645,000 
625,000 


2,500,000 
470,000 
1,310,000 


10,562,000 


£22,507,000 


2,550,000 


4,280,000 


£21,630,000 


£877,442 
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